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¥ Z M3 RESULTS IN BRIEF
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30 June 30 June 31 December
2004 2003 2003
¥EHR For the half-year ended HK$m HK$m HK$m
HBEEESHIZEEET Operating profit before provisions 6,096 6,073 5,402
EERF Operating profit €,859 5,617 5,066
BR 755 AL 7 Profit before tax 7,323 5,928 5,209
BEES 2 HHM Attributable profit 6,245 5,022 4,517
gRE Per share HK$ HK$ HK$
FRAF Earnings per share 3.27 2.63 2.36
BREE Dividends per share 2.20 2.10 2.80
REXR At period-end
HK$m HK$m HKSm
BRER Shareholders’ funds 41,345 40,730 39,641
BEE Total assets 503,929 482,308 502,959
HK$ HK$ HK$
SREESE Net asset value per share 22.00 21.58 21.07
= Ratios % % %
FEHA For the half-year ended
FHYREESERE Return on average shareholders' funds 30.9 24.4 225
PRAH WAL= Cost:income ratio 24.5 23.1 27.8
FHRBESLE Average liquidity ratio 48.1 45.0 47.4
REx At period-end
BE AR Total capital ratio* 12.8 14.0 13.2
E-REREE Tier 1 capital ratio* 11.4 123 11.3

ARG ECREESSETERIET
BEFAANEEEFRITEEAR -

* The capital ratios take into account market risks in accordance with the relevant Hong Kong
Monetary Authority guideline under the Supervisory Policy Manual.
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CHAIRMAN'S STATEMENT

Hang Seng's performance improved in the first half of 2004, supported by Hong Kong's recovery from the economic low point of early
2003. Attributable profit grew by 24.4%, underpinned by growth in other operating income and the release in provisions for bad and
doubtful debts.

Although interest margins remained depressed, an increase of 25.7% in other operating income more than offset the fall in net
interest income. Operating profit before provisions grew by 0.4%.

Earnings per share went up to HK$3.27, which was 24.3% higher than the first half of 2003. The return on average shareholders’
funds was a record 30.9%, compared with 24.4% in the first half of 2003 and 22.5% in the second half of 2003.

Starting this year, a programme of quarterly dividends has been instituted for our shareholders. A second interim dividend of
HK$1.10 per share has been declared. This, together with the first interim dividend of HK$1.10 per share, paid on 8 June 2004, brings
the total distribution for the first half of 2004 to HK$2.20 per share, a slight increase over the HK$2.10 per share for the first half of
2003.

Economic profit — the difference between profit after tax and the cost of invested capital — was HK$4,262 million, an increase of
52.1% over the same period last year.

Having achieved a total return of 106.3% for shareholders under our Managing for Value strategy from 1 January 1999 to
31 December 2003, for the next five years Hang Seng will be guided by its new strategy of maintaining strong competitive growth in
earnings per share and operating efficiency.

Under this strategy, we will focus on diversifying income, enhancing our wealth management services, growing our consumer
lending franchise, increasing our trade finance business and offering more customised solutions for Small and Medium-Sized Enterprises
and commercial customers.

We will continue to expand our business on the Mainland, especially in the Pan-Pearl River and Yangtze River deltas, to help
customers capture business opportunities arising from the closer economic links between Hong Kong and these economically vibrant
areas.

During the first half of 2004, a milestone in our relations with the Mainland was reached through the acquisition of a 15.98%
interest in Industrial Bank Co Ltd. This strategic move opens the door for cooperation with a major Mainland joint-stock commercial bank
and complements Hang Seng' Mainland network and business expansion.

| would like to take this opportunity to thank our staff for their dedication and hard work. The Board of Directors approved the
distribution of a variable bonus with reference to the Bank's 2003 business results and the contribution of staff members to these results
during a very challenging 2003. The bonus was paid out on 31 March 2004.

On behalf of the Board of Directors, | would also like to thank Dr Lee Quo-Wei, Honorary Chairman, and Dr Ho Tim, Director, who
retired from the Board on 22 April 2004. Dr Lee and Dr Ho served the Bank with distinction from 1946 and 1933 respectively. Their
immensely valuable contributions and wise counsel over the years have been integral to the growth and success of the Bank.

[ would fike to extend a warm welcome to Dr Marvin K T Cheung, who was appointed a non-executive Director effective 25 May
2004. Dr Cheung is the former Chairman and Chief Executive Officer of KPMG Hong Kong.

Buoyant exports and the revival in consumer spending should continue to support Hong Kong's economy during the rest of the year.
The pace of recovery will, however, be dependent to a large extent on the macro-economic realignment initiatives in mainland China and
the strength of the recovery in the United States. Against this backdrop, Hang Seng will continue to deliver growth through service

excellence, product diversification and cost efficiency.

David Eldon

Chairman
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CHIEF EXECUTIVE'S REPORT

In the first half of 2004, Hang Seng’s performance benefited from the economic recovery and the Bank’s strong asset quality. The narrow
interest margins in the low interest rate environment, however, remained a challenge.

Operating profit before provisions rose by HK$23 million, or 0.4%, to HK$6,096 million.

Net interest income decreased by HK$509 million, or 9.8%. However, our continuing focus on wealth management resufted in a
strong rise in other operating income, which went up by HK$688 million, or 25.7%, enabling us to report an increase of 2.3% in total
operating income over the comparable period last year.

Other operating income, which contributed 41.6% of total operating income, benefited from the active stock market and positive
investor sentiment. Revenues increased from brokerage, retail fund distribution and funds under management as well as cross-sales of
new life insurance products.

Operating profit after provisions rose by 22.1%, benefiting from a release of HK$763 million in provisions for bad and doubtful
debts, compared with a charge of HK$456 million for the same period last year. The total release comprised a net release in specific
provisions of HK$65 million and a release of HK$638 million in general provisions, reflecting the improvement in Hang Seng's loan loss
history.

Profit before tax amounted to HK$7,323 million, which was HK$1,395 million, or 23.5%, higher than the first half of 2003, after
accounting for the surplus on property revaluation of HK$119 million.

Attributable profit rose by HK$1,223 million, or 24.4%. Excluding the impact of the release in general provisions and the related
deferred taxation, attributable profit for the first half of 2004 increased by HK$647 million, or 12.3%, over the first half of 2003.

In comparison with the second half of 2003, other operating income grew by 33.2%, mainly attributable to the substantial growth
of 221.4% in income from retail investment products and funds under management, a 24.5% rise in revenues from securities/
stockbroking and 25.1% in dealing profits.

The costiincome ratio for the first half of 2004 was 24.5%, 1.4 percentage points higher than the same period last year but 3.3

percentage points lower than the second half of 2003.

Financial highlights
Net interest income, at HK$4,711 million, was affected by the exceptionally low Hong Kong dollar interest rates in the first half of the
year, which reduced deposit spreads, and the fierce competition in the mortgage markets which negatively impacted margins.

Average interest-earning assets rose by HK$33.1 billion, or 7.6%. Net interest margin narrowed by 39 basis points to 2.02% with a
reduction in the net interest spread of 38 basis points to 1.85%, mainly due to the fall in the average mortgage portfolio yield and
compression in spreads on time deposits, HIBOR based lending and debt securities. Contribution from net free funds fell HK$23 million,
or 1 basis point, to 0.07% due to the fall in interest rates.

Outweighing the drop in net interest income, other operating income totalled HK$3,362 million, compared with HK$2,674 million
for the first half of 2003. Net fees and commissions rose by 26.5%, contributed by encouraging growth of 137.9% in securities broking
and related services, 20.1% in retail investment products and funds under management, 12.4% in trade services and 8.4% in cards.

Dealing profits grew by 54.6%, mainly in foreign exchange income, which included the profit on currency-linked investment
products provided to customers. Insurance commissions and underwriting profit together grew by 17.8% due to strong growth in life
insurance premiums.

Life insurance grew significantly in both market share and profitability, reflecting the success of an innovative range of products
designed to give extended protection but with a shorter premium payment period.

Operating expenses increased by HK$156 million, or 8.6%, to HK$1,977 million. Staff costs increased by HK$38 million, or 3.8%,
mainly due to the increase in headcount and the variable staff bonuses. Depreciation reduced by HK$18 million, or 10.5%, while
premises and equipment expenses rose by HK$39 million, or 10.6%, due mostly to the increase in IT expenditure. Other operating
expenses rase by HK$97 million, or 34.3%, mainly in marketing expenditure and processing costs. Marketing expenditure increased

following the low level of marketing activity in the first half of 2003 due to SARS.




Full-time equivalent staff increased by 195 during the first half of 2004 to 7,475, mainly to support the expansion of our personal
financial services and Mainland branches. |

Provisions for bad and doubtful debts showed a net release of HK$763 million compared with a net charge of HK$456 million for the
same period last year. There was a net release in specific provisions of HK$65 million, compared with net charges of HK$462 miillion and
HK$336 million for the first and second halves of 2003. The net release reflected the reduction of credit charge-offs, and increase in
recoveries from mortgages and commercial customers. This was in line with the benign credit conditions during the first half of the year
as the economic recovery continued to take shape, with falling unemployment, reduced levels of bankruptcies, and rising property prices.
Accordingly, there was a release of HK$698 million in general provisions following a review of the historical loss experience.

The more buoyant economy contributed tc the further improvement in the ratio of gross non-performing advances to gross advances
to customers, which was 1.6% at the end of June 2004 compared with 2.3% at the end of December 2003. Overdue advances dropped
by 37.7% to HK$2,060 million, reflecting the substantial improvement in delinquent mortgage, overdraft and corporate accounts.

The liguidity ratio improved from 45.0% to 48.1%; the total capital ratio stood at 12.8% (13.2% at 31 December 2003); and the tier
1 capital ratio was 11.4% (11.3% at 31 December 2003).

Loans and depesits
Total advances to customers (net of provisions) had grown by 7.5% to HK$246.8 billion at 30 June 2004,

Lending to the industrial, commercial and financial sectors grew by HK$7,247 million, or 7.8%, during the first half of 2004.
Following the recovery of the economy, double-digit growth was recorded in the sectors of property investment, wholesale and retail
trade, manufacturing, transportation and others.

Trade finance advances recorded an encouraging growth of HK$4,485 million, or 39.6%, in line with the strong growth in
international trade flows and the expansion of our commercial banking and trade services.

Lending to individuals rose by HK$805 million, or 0.7%. Excluding the fall of HK$2,121 million in mortgages under the suspended
Government Home Ownership Scheme (GHOS), the growth in individual lending was 3.2%. Credit card advances and other lending to
individuals, mainly overdraft, tax and personal loans, together rose by HK$1,734 million, or 15.5%. Residential mortgages increased by
HK$1,192 million, or 1.5%, in an active and intensely competitive market environment.

Gross advances for use outside Hong Kong rose by HK$3,549 million, or 53.0%, mainly as a result of the encouraging growth of
62.4% in the loan portfolios of our Mainland branches to HK$6,162 million at 30 June 2004,

Current, savings and other deposit accounts, including certificates of deposit in issue, decreased by HK$11.5 billion, or 2.6%, to
HK$428.4 billion, compared with HK$439.9 billion at 31 December 2003. Customer deposit accounts fell by HK$13.5 bitlion as

customers continued to shift funds to other financial investments in the low interest rate environment.

Lines of business
Personal Financial Services (PFS) reported a growth of 16.8% in profit before tax, benefiting from the reduction of 85.1% in specific
provisions and the release in general provisions. Net interest income fell by 12.3%, mainly due to the significant reduction in spreads on
time deposits owing to the exceptionally low Hong Kong dollar interest rate environment and further declines in mortgage portfolio yield
under severe market competition.

Other operating income rose by 25.4%, driven by the continuous expansion in the wealth management business.

Investment services income rose by 33.3%, as a result of increased securities brokerage and retail investment product sales. Total
funds under management have grown by HK$12.6 billion, or 21.7%, since the end of last year, reflecting further expansion of the Hang
Seng Investment Series and the growth in the private banking business. Insurance income grew by 26.3%, mainly due to the success of

the life insurance business, which recorded impressive growth of 115.7% in annualised premiums and 27.7% in underwriting income.




Chief Executive’s Report (continued)

PFS customer advances recorded a growth of 1.6%. Private sector residential mortgages rose by 1.8% but those under the
suspended GHOS fell by 7.0%. During the period, PFS continued to expand its consumer lending portfolio, with credit card and personal
lending recording growth of 16.8%. Credit cards in issue rose by 12.5% to 1,093,000 during the first half of 2004 with card spending
increasing by 58.1% over the same period last year, benefiting from improved consumer spending and the introduction of new
e-payment services.

Commercial Banking reported growth of 101.5% in profit before tax. Led by rising exports and consumer spending, the economy
picked up in the first half of 2004. Commercial Banking in the Mainland also registered growth in the customer base, loans and trade
services. Underpinned by the increase in customer advances and the expansion of trade services, net interest income and other operating
income grew by 24.8% and 12.7% respectively. The operating result also reflected the release in provisions for bad and doubtful debts.

Corporate and Institutional Banking recorded growth of 18.1% in profit before tax, mainly due to the release in general provisions,
reflecting further improvement in the quality of the CIB loan portfolios.

Treasury reported growth of 20.8% in profit before tax. Net interest income rose by 11.3%, largely contributed by the effective
positioning of the accrual portfolios in the low interest rate environment. Other operating income increased by 73.2%, mainly
contributed by foreign exchange income from currency-linked investment products provided to customers.

Other business showed a decline of 5.4% in profit before tax. There was a substantial reduction in return on shareholders’ funds due
to the exceptionally low Hong Kong dollar interest rates. The shortfall was partly made up by the increase in dividend income and the

surplus on revaluation of properties.

Business expansion
The Mainland continues to be a major focus of our expansion efforts, particularly in the Peari River Delta and major coastal cities.

Our Shenzhen branch began cffering renminbi (RMB) services to foreign passport holders and residents of Hong Kong, Macau and
Taiwan, as well as fcreign-invested enterprises. In late June, we received approval for the Fuzhou branch to offer these services later in the
year. Our Shanghai, Guangzhou and Shenzhen branches received approval to offer RMB banking services to domestic companies on the
Mainland.

Approval was also received to open two sub-branches: one in Shanghai and one in Shenzhen. With the addition of these sub-
branches, our network will comprise five branches, three sub-branches and two representative offices in seven cities.

In Macau, we opened our first branch to meet the operational needs of trade finance customers.

In June the Bank was approved by the China State Administration of Foreign Exchange (SAFE) for an investment quota of
US$50 million to invest in the Mainland securities market after it was granted a QFIl Securities investment business permit by the China
Securities Regulatory Commission. This enables Hang Seng — and our Hong Kong and overseas customers — to invest directly in
Mainland A share securities.

In the first half of 2004, the Bank launched Living in HK, a service targeting new immigrants from the Mainland. Hang Seng also
launched RMB services at its Hong Kong branches, including deposits, exchange and remittances.

Other developments included the extension of e-Banking services. An Online Warrant Supermarket was introduced in June providing
up-to-date information on all covered warrants in Hong Kong, and a new Lifestyle Banking website was launched providing customers
with updated information on the Bank’s wealth management services as well as privileges and news on lifestyle activities.

Counter transactions dropped to 12.8% at the end of June, with e-Banking accounting for 24.3% of all transactions compared with
23.1% in December 2003. The number of e-Banking customers at Hang Seng now exceeds 380,000.

The Bank was named the “Best Domestic Commercial Bank in Hong Kong in 2003" by The Asset for the fourth consecutive year and
was awarded the Reader's Digest “SuperBrands Gold Award” in the Banking category.

During the first half of 2004, Moody's Investors Service maintained Hang Seng’s long-term foreign currency deposit rating at A1,
long-term local currency deposit rating at Aa3; short-term foreign currency deposit rating at Prime 1; short-term local currency deposit
rating at Prime 1; and the Bank Financial Strength Rating at B, the highest among all Moody's rated Hong Kong banks.

Fitch maintained its individual rating of A/B, the highest among banks in Asia.




Corporate social responsibility .
Hang Seng believes in practicing good corporate citizenship and supporting the communities in which it operates.

Education is a special focus of the Bank's philanthropic activities. Hang Seng has allocated over HK$34 million to local, mainland
China and overseas scholarship schemes, benefiting around 680 students since the launch of the programme in 1995. Four scholarships
were awarded in February to four outstanding medical students of the Chinese University of Hong Kong and the University of Hong
Kong. Another four students from Hong Kong and two from the Mainland were presented with overseas scholarships in July.

Hang Seng’s commitment to promoting table tennis was extended for another three years in April with an additional pledge of over
HK$3.7 million to the Hang Seng Table Tennis Academy. This programme has benefited about 45,000 table tennis enthusiasts in the past
three years since the Academy was established.

The Bank also develops music appreciation in children through the “Hang Seng Bank — Blossom with Music” programme. Presented
in association with the Hong Kong Philharmonic Orchestra, the programme has enriched about 300,000 students since its launch in
1998.

As an environmentally conscious business, Hang Seng has established an environmental management system with the objective of
promoting sustainable developrment. This system enables the Bank to enhance its environmental practices.

In recognition of its socially responsible practices, the Bank has been a constituent company on the FTSE4Good Global Index since
2002.

Future prospects
In the next six months we expect the economic recovery to continue, albeit at a slower pace. Intense competition in the banking sector
and the depressed interest rate margin will remain challenging factors for Hang Seng.

Our expansion on the Mainland will be an ongoing and integral part of our business focus. Following the acquisition of 15.98% of
Industrial Bank Co. Ltd., we will explore opportunities for offering credit card and unsecured personal loan businesses when the relevant
regulations permit.

in Hong Kong the Memorandum of Understanding we signed with China Unionpay in April will enable us to launch RMB credit card
services for Hong Kong residents later this year.

We will also concentrate on deepening customer relationships by widening our wealth management product range to meet the
demand for more sophisticated investment and life insurance products. Additionally, we will develop innovative e-Banking solutions that
provide greater convenience and access to our services.

In order to expand our fast-growing SME business, we will offer enhanced trade finance services and one-stop financial solutions,
and increase our customer base.

We are well positioned to capitalise on the improving economy in Hong Kong. To meet the challenges that lie ahead, we wili take
advantage of our strengths in customer service, our financial soundness, operational efficiency and the respected brand that we have

established. We shall continue to create value for our shareholders and provide enhanced services for our customers.

A

Vincent H C Cheng
Vice-Chairman and Chief Executive
Hong Kong, 2 August 2004




YEREE #5ES LEEET
—ESAF C—EE=F —EF=EF
NBE=E+A ~NA=Z+E FZA=+-—H8
Half-year Half-year Half-year
ended ended ended
iogz3 30 June 30 June 317 December
(UEEFBETEE) (Figures in HK$m) note 2004 2003 2003
FEHA Interest income 5,871 6,662 6,184
RMEXH Interest expense (1,160) (1,442) (1,225)
FREWA Net interest income 1 4,711 5,220 4,959
Hp B2 A Other operating income 2 3,362 2,674 2,524
BEWA Operating income 8,073 7,884 7,483
2R Operating expenses 3 (1,977) (1,821) (2,081)
MBREFES A 2 EEEF Operating profit before
‘ provisions 6,096 6,073 5,402
RERERE Provisions for bad and
doubtful debts 4 763 (456) (336)
R Operating profit 6,858 5,617 5,066
EFEBTEEER Profit on tangible fixed assets
RBEEZEN and long-term investments 5 339 347 120
EEMEFEE/(RE) Net surplus/(deficit) on property
revaluation 119 (48) 11
FE(G B & DR 2 & F Share of profits of associated
companies 6 18 12
BRBLAT— REERF Profit on ordinary activities
before tax 7,323 5,928 5,209
—REBENZHE Tax on profit on ordinary
activities 6 (998) (846) (577)
BRBE-REBER Profit on ordinary activities
after tax 6,325 5,082 4,632
DB RER Minority interests (80) (60) (115)
FITRAERSZRF Profit attributable to
shareholders 6,245 5,022 4,517
Bz RERF Retained profits at beginning of
period 19,720 19,440 20,504
BEMTHERBEINE Transfer of depreciation to
premises revaluation reserve 32 35 33
EHTHREBBENEMER Realisation on disposal of
JEfMEE premises and investment
properties 110 23 -
BREREMAE Exchange and other adjustments (6) () 19
B2 Dividends 8 {4,206) (4,015) (5,353)
HAZRE RN Retained profits at end of
period 21 21,895 20,504 18,720
(BB T FR) (Figures in HK$)
BREF Earnings per share 7 3.27 2.63 2.36
BRER Dividends per share 8 2.20 2.10 2.80




HREeBEERABXRsusn

CONSOLIDATED BALANCE SHEET unaudited

—gg@mFE -—FE= —ER=F
~A=tH KXA=+H +F+ZA=+—H8
#i5z  At30June  At30June At 31 December
(ABEEEBITLIT) (Figures in HK$m) note 2004 2003 2003
EE ASSETS
BEReREHES Cash and short-term funds 10 62,376 67,309 71,903
—ERNEZ ERERAEE Placings with banks maturing
after one month 11 5,315 27,738 18,029
FRE Certificates of deposit 12 31,478 29,625 28,683
HEEERR 2B Securities held for dealing
purposes 13 1,180 1,047 1,232
EFER Advances to customers 14 246,779 226,171 229,466
ERERAGARAG R Amounts due from immediate
HBARRR holding company and fellow
subsidiary companies 5,777 7,596 13,715
RERE Long-term investments 15 120,997 99,077 113,881
BENEIRE Investments in associated
companies 16 2,183 675 549
BRETEE Tangible fixed assets 11,056 9,555 9,565
HABE Other assets 17 16,788 13,515 15,936
503,929 482,308 502,959
=8 LIABILITIES
AR HEREMER Current, savings and other
deposit accounts 18 428,370 419,083 439,913
EEZEA Deposits from banks 19 6,082 2,359 1,202
HEERRAARASZ Amounts due to immediate
HBLERER holding company and fellow
subsidiary companies 7,530 757 2,412
EtafE Other liabilities 20 19,878 18,850 19,147
461,860 441,049 462,674
EXRR CAPITAL RESOURCES
PERRES Minority interests 724 529 644
BR AR Share capital 9,559 9,559 9,559
FE Reserves 29,683 27,156 26,641
BIER 2 Proposed dividends 2,103 4,015 3,441
BRRES Shareholders’ funds 21 41,345 40,730 39,641
42,069 41,259 40,285
503,929 482,308 502,959
(BB T 31F) (Figures in HK$)
BREERE Net asset value per share 22.00 21.58 21.07




CONSOLIDATED STATEMENT OF CHANGES

IN EQU|TY unaudited

¥ERER FELET
—egms —Er=s
~AEE=TH +ZA=+—H
Half-year Half-year
ended ended
Hfet 30 June 31 December
(OB B BT T) (Figures in HK$m) note 2004 2003
B REE &R Shareholders’ funds at beginning
of period 39,641 43,085 40,730
BTN FEEZEE/RE) Increase/(decrease) in revaluation
reserve of premises 1,126 (432) 147
ERTUHEBIELERERE Deferred tax adjustment on
revaluation of premises (203) 17 (97)
ERFEENEREBEE/(RE) Increase/(decrease) in revaluation
reserve of investment properties
o BITRHB A * Bank and subsidiary companies 460 (288) 15
o BT * associated company - - {125)
REREREERERE Long-term equity investment
revaluation reserve
o RERZEMRB(RE)/IEE * unrealised {losses)/gains
on revaluation (59) (48) 458
s AHERHEBREREMER * realisation on disposal (319) (320) (50)
ZIE(E
ELRBRE#BIEERE Deferred tax adjustment
HE on revaluation of long-term
equity investment 4 4 (6)
REREHAE Exchange and other adjustments (6) (1 19
HAREEENERZE Net gains/(losses) recognised in
Wt/ (B1E) shareholders' funds
for the period 1,003 {1,068) 321
BRAZBRRESER Profit attributable to shareholders
for the period 6,245 5,022 4,517
K& Dividends (5,544) (6,309) (5,927)
BRzBREERER Shareholders’ funds at end
of period 21 41,345 40,730 39,641




BREEF xuwzp ECONOMIC PROFIT unaudited

KERMREERBIERSEIR
ZEBBEN  TEMABERRE
REZBEARE - R_TTEE -
EEBRELALIKABESZ T

Econamic profit is calculated from profit after tax, adjusted for non-cash items, and
takes into account the cost of capital invested by Hang Seng’s shareholders. In
2004, management has decided to revise the capital cost from 15.0% to 11.5% to

reflect changes in long-term interest rates and equity risk premia.

ETHEESZT &R R
EHENERERERMNEZ L -

YELEEE FELES YELYE
g3 JIE:S —_¥®= ZET=F
~A=+H AA=Z+H +=-ZA=+—8
Half-year Half-year Half-year

ended ended ended
30 June 30 June 31 December
(MBS EELIT) (Figures in HK$m) 2004 2003 2003
% % %

THEREER Average invested capital 33,277 31,067 30,976

HEE ARG H Return on invested

capital* 6,164 37.3 5,110 332 4,539 29/
BEARRA Cost of capital (1,902) (11.5) (2,308) (15.0) (2,340} (15.0)
EERT Economic profit 4,262 258 2,802 182 2,199 141

PREEAOHEEBEHESERGEZ

* Return on invested capital represents profit after tax adjusted for non-cash items.




FEeBERELER CONSOLIDATED CASH FLOW STATEMENT
REEE unaudited
FELHER FELED
ZEERmE —EE=
cBE=Z+H ~AZFEB
Half-year Half-year
ended ended
g3 30 June 30 June
(MEEFGETMRGIT) (Figures in HKSm) note 2004 2003
REEETHZRERA Net cash inflow from
R0 operating activities 24(a) 826 10,113
REREZBCRERE Cash flows from investing activities
TEBRELTCES Net cash outflow from investment in
pifaspeit: an associated company (1,634) -
U R B & AR AR B Dividends received from an
associated company 4 12
EARHIEE Purchase of long-term investments (30,345) {58,294)
HEXBERARENRE Proceeds from sale or redemption of
long-term investments 21,455 41,874
BAEWEEEE Purchase of tangible fixed assets (58) (84)
HEEHETEENS Proceeds from sale of tangible
fixed assets 141 36
WERERER S Interest received from long-term
investments 1,395 1,249
WERERERE Dividends received from
long-term investments 76 37
BEESH2ESRLER Net cash outflow from investing activities (8,966) (15,170)
REBETH2EERE Cash flows frem financing activities
PR E Dividends paid | (5.544) (6,309) |
BEEHCBERALEE Net cash outflow from financing activities (5,544) (6,309)
RERERBESBEAZEY Decrease in cash and cash equivalents (13,684) {11,366)
RNz HERERAREEFE Cash and cash equivalents
at beginning of period 77,575 76,817
WNERBAEBERITVE Effect of foreign exchange rate changes (371) 1,729
HXzBEERERELEE Cash and cash equivalents
at end of period 63,520 67,180




M= NOTES

(BESBI LB BETLIT)

(Figures in HK$m unless otherwise indicated)

1 FRE®A 1 Net interest income
KELHED
TEZmE
AAE=tAH
Half-year Half-year
ended ended
30 June 30 June 31 December
2004 2003 2003
EREWA Net interest income 4,711 5,220 4,959
BERFEZTEHEE Average interest-earning assets 470,141 437,045 456,749
ERE Net interest spread 1.85% 2.33% 2.08%
ERS M EE Net interest margin 2.02% 2.41% 2.15%
2 RHEERWA 2 Cther operating income
EFELER rEZES FEHEEZR
—EemF ZER=F ZEEZE
AB=ZT+H ~NEEZ+H  fZA=Z+—4H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
B2 WA Dividend income:
s IEHEE e |isted investments 32 35 17
e EFTIEAERE e unlisted investments 44 2 38
76 37 55
[REBERAS : Fees and commissions:
s BHEULERBBERK o securities/stockbroking 295 124 237
c TEREEQMRESER * retail investment products and
funds under management 871 725 271
o R * insurance 54 45 37
o« RPIRIE e account services 108 M 100
o EX e remittance 60 63 69
s ERFR * cards 297 258 293
s ZEER o credit facilities 123 113 118
o AQ/HOHE e import/export 118 105 118
o Hitr e other 67 56 61
REEREZWA Fees and commissions receivable 1,993 1,600 1,304
BEERASZE Fees and commissions payable {170) (159) (190)
1,823 1,447 1,114
BEERM Dealing profits:
o IMNE « foreign exchange 530 352 412
s BERAMEERY * securities and other trading activities 28 9 34
558 361 446
FRARER Insurance underwriting 617 538 606
wEMEZHSBA Rental income from investment
properties 102 104 106
Hit Other 186 193 197
3,362 2,674 2,524




iz (#)

Notes (continued)

3 EETH 3 Operating expenses
¥FEEER HELED
LT —gFE
AB=+EH +ZA=+—H
Half-year Half-year
ended ended
30 June 30 June 31 December
2004 2003 2003
AZER: Staff costs:
s HeREMAEZER e salaries and other costs 953 908 952
o SRIRERETEIZ * retirement benefit costs 84 97 92
1,037 999 1,044
nE Depreciation 153 171 158
EHERREER Premises and equipment:
e HETH * rental expenses 88 88 90
o Effy * other 319 280 349
407 368 439
HiEEBRE Other operating expenses 380 283 440
1,977 1,821 2,081
B A A L R Cost:income ratio 24.5% 23.1% 27.8%
EREETAHEY Staff numbers by region*
-ggmF  -¥E=s  -¥E=%
AA=T+H /T/E'ET'E' —F=+-7
At 30 June At 30 Jun At37 December
2004 003 2003
& Hong Kong 7.233 7,026 7,076
A REMETH Mainland and others 242 148 204
B Total 7,475 7,174 7,280

*HEERERETAH

* Full-time equivalent




4 REREH

4 Provisions for bad and doubtful debts

FFELER HEFLER FEREE
—EZRF —EFE= ZEF=F
~B=+A AXA=+8 +ZA=+—-AH
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
AEBRERFFEI(EE) Net charge/(release) for bad
and doubtful debts
BEFER Advances to customers
BRER Specific provisions:
o HiRE * new provisions 242 666 501
o EE * releases (252) (182) (133)
« WRIEHEKRE * recoveries (55) (22) (32)
(63) 462 336
—REE General provisions (698) (6) -
BEEFH(ER)/IER Net (release)/charge to profit
and loss account (763) 456 336
5 BREEEER 5 Profit on tangible fixed assets and long-term investments
REREZEF
¥FEEEF KFELESD ¥FEFEES
—EEmF —EE=F —EFE=F
ABE=+AH ~NAZ+HR +ZAE=+—H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
HERFREREZAT Profit on disposal of long-term
equity investments
e CREBYIEMLREERR * realisation of amounts previously
MERZ ¥ recognised in revaluation reserves
at beginning of period 291 358 60
» BIAZBR/(EE) * gain/(loss) arising in current period 28 (38) 30
319 320 S0
HEREZHRERESL Profit less loss on disposal of
= FIRE B held-to-maturity debt securities - 40 8
HEEFEREREZENRER Profit less loss on disposal of
tangible fixed assets 20 7 (4)
RBIREREERB Provision for impairment of
long-term investments - (26) 26
339 341 120




M (®)

Notes (continued)

& BiE 6 Taxation
BEEREERANITEA Taxation in the consolidated profit and loss account represents:
BRI ¢
YFELET rtEgEgE
S LE —gFz%
ABZ+A NA=Z+H +ZAR=1+—H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
SO E-SHAERES Current tax - provision for
Hong Kong profits tax
FHARI IR Tax for the period 864 839 604
BEFE L HBEETHANR Benefit of previously unrecagnised
tax losses (M 3) 3
BEFEVEEELDR Over-provision in respect of prior years (15) - (39)
848 836 568
FHHE-FRUS2HE Current tax - taxation cutside
Hong Kong
REAF IR Tax for the period 3 2 2
BEFERIBAE DB Qver-provision in respect of prior years - - (14)
3 2 (12)
BEHE Deferred tax
THELECEREZEREE Origination and reversal of temporary
differences 145 31 39
MEFHEREREZE Effect of increase in tax rate on
deferred tax balances - 9) -
BRAFFEAIARIERE Benefit of previously unrecognised
BB tax losses now recognised - 17) (19)
145 5 20
FE(E B & DB 2 THIE Share of associated companies’
taxation 2 3 1
BEBES Total charge for taxation 998 846 577
ERBE Effective tax rate 13.6% 14.3% 1.1%

The current tax provision is based on the estimated assessable profit for the first half

AEFREEBDU_TTME L ¥
FRITRMBLRAEEERATH
B2 RAERBENREEF
FHEBESZ TEHEFE (=
RoFFENABSZTLER) -
P& 55 Bl 1T B LA S 2 T B 2 B
EROUTREREAEEMEREZ
BEREREBTRIEERE -

of 2004 and, for the Bank and its subsidiaries operating in the Hong Kong SAR,
using the Hong Kong profits tax rate of 17.5% (17.5% for 2003). For subsidiaries
and branches operating in other jurisdictions, the appropriate tax rates prevailing in

the countries in which they operate are used.




6 HE (&

EEHRBRERAZSEHER
EREEFENIHNAEMERL
WMEHE - EEMEREEELZE
BMBEEEEENEIRB -
EHBEEZEREEER  BERE
B -  ERHIERAERHA
FIAERBIR » B AREELR
HEEH -

6 Taxation (continued)

‘Deferred tax is calculated at the tax rates that are expected to apply in the year
when the liability is settled or the asset is realised. Deferred tax is charged or
credited in the profit and loss account, except when it relates to items charged or
cregited directly to reserves, in which case the deferred tax is also dealt with in the
reserves. The carrying amount of deferred tax assets/liabilities is reviewed at each
balance sheet date and is reduced to the extent that it is no longer probable that
sufficient taxable profit will be available to allow the related tax benefit to be

utilised.

7 BREA
_EERFLEFZERANDE
BEMNEE AT _GEOTIBEER
CEEC-FL¥ERERO TR
T-BER) RDBITEERME
FHEZTNAE-T-BA+OE
ZTFEE=ARE (BZFEZF
FXEURTEE

.
) A& e

7 Earnings per share

The calculation of earnings per share for the first half of 2004 is based on earnings
of HK$6,245 million (HK$5,022 million for the first half of 2003) and on the
weighted average number of ordinary shares in issue of 1,911,842,736 shares
{unchanged from the first half of 2003).

8 SEREE 8 Dividends per share
¥ELHEZ FrpgE= FELEZ
TEEREF —EF=#E
ABE=TH +ZA=+—A”
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
SREY BEBERT SREY BEEERT  SBEY BEESx
per share HKSm per share HKSm  per share HKSm
HKS HKS HKS
F—RRE First interim 110 2,103 210 4,015 - -
FEZRPH Second interim 1.10 2,103 - - 100 1812
BE= R Third interim - - - - 180 3,441
2.20 4,206 2.10 4,015 2.80 5,353
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Notes (continued)

9 RESW
(F)EBEH
BESWENNEBRENREER
YR c BREEBENOMARE
ERNBERAREEZEERTBR
F-HEEREZTZZRESF -
BESTTZ2BAES 2R
MEEBENIHEES  E8BRA
HEAS>ENESREENES R
CERAREMESMBRRZER -
RESBANEZHIBRRZEE
RARSEZEEERNE - 588
¥BERELEGENE  RTEE
EviasRen [E4ER] BT
JEEBUARSERENCZEE
BEHA -
EXEZEBARBAKNER - @
ABTEBEBARFRPEH®/ER?T
(BEEY GRR RBREM#T
EER) REFRY (BERRERER
TE) BERITELEEREESD
NRCEEP BERREZE SR
BB -IBReREBEEAR
MAECERBEEPEHBH -
ERHEEBAUERERELRT
BEBURBIAFsEE B E
RBERURBOERHELZE
ERTHEARIEE - B ES
TEOREERRES  TUR
B DERERREESRE -

~
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9 Segmental analysis

(a) By business segment

Segmental information is presented in respect of business and geographical
segments. Business segment information, which is more relevant to Hang Seng in
making operating and financial decisions, is chosen as the primary reporting format.

For the purpose of segmental analysis, the allocation of revenue reflects the
benefits of capital and other funding resources allocated to the business or
geographical segments by way of internal capital allocation and funds transfer
pricing mechanisms. Cost allocation is based on the direct cost incurred by the
respective segments and appartionment of management overheads. Rental charges
at the market rate for usage of premises are reflected as inter-segment income for
the "Other” segment and inter-segment expenses for the respective business
segments.

Hang Seng comprises five business segments. Personal Financial Services
provides banking (including deposits, credit cards, mortgages and other retail
lending) and wealth management services (including insurance and investment) to
personal customers. Commercial Banking manages middle market and smaller
corporate relationships and provides trade-related financial services. Corporate and
Institutional Banking handles relationships with large corporate and institutional
customers. Treasury engages in interbank and capital market activities and
proprietary trading. Treasury also manages the funding and liquidity positions of the
Bank and other market risk positions arising from banking activities. Other segment
mainly represents management of shareholders’ funds and investments in premises,

investment properties and long-term equities.
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9 Segmental analysis (continued)

(a) By business segment (continued)

A IGRsE BEY
¥ BERO  EEEH Vs F:d-]
Personal % Comporate & Inter-
Financial  Commercial Institutional  BIE %% EMZEFK  segment &5
Services Banking Banking  Treasury Other  Elimination Total
¥ELER Half-year ended
ZEEREAAZTHE 30 June 2004
AR H Income and expenses
AMEBA Net interest income 2,79% 625 259 1,003 30 - 4
EmExmA Other operating income 2,138 523 114 395 192 - 3362
BEBIA Inter-segment income - - - - 159 (159) -
BEEWA Total operating income 4932 1,148 373 1398 381  (159) 8,073
£EY & Operating expenses* (1,320)  (390) (56) (67) (144) - (1,877
BEBITH Inter-segment expenses (128) (26) 3) () - 159 -
HEEBESAI 2 EERF Operating profit before provisions 3,484 732 314 1329 237 - 6,006
RERES Provisions for bad and
doubtful debts 65 582 116 - - - 763
EEBH Operating profit 3549 1314 430 1329 237 - 6,859
EREEEERREHRS Profit on tangible fixed assets and
2 long-term investments - - - - 339 - 339
ERNEESE Net surplus on property revaluation - - - - 119 - 119
L E AR 2 E R Share of profits of
associated companies - - - - 6 - 5
BHA-BEBER Profit on ordinary activities
before tax 3,549 1,314 430 1,329 701 - 7,323
BRI —-REREF Share of pre-tax profit 485%  17.9% 59% 18.1%  9.6% - 100.0%
EERNTRE Operating profit excluding
BEBRS inter-segment transactions 3677 1340 433 1331 78 - 685
RERE *Including depreciation (53) 9) m m (89) - (153)
—EEMFEAA=TA At 30 June 2004
BEE Total assets 140,214 41,344 75,160 222,033 25,978 - 503,929
BERE Total liabilities 327,444 72,671 24,605 18,538 18,602 - 451,860
BELBRE Investments in associated
companies - - - - 2,183 - 2,183
HRNERRE Capital expenditure incurred
during the period 35 6 i 1 i5 - 58
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9 REDN (H)

Notes (continued)

g Segmental analysis (continued)

(F) EFEL (E) (a) By business segment (continued)
BAZT IBREE EEH
£F  BEET BEEH UZEE
Personal 275 Coporate & Inter-
Financial  Commercial Institutional  BfE£F% E#ZEHF  segment S
Services Banking Banking  Treasury Other  Elimination Total
¥EZEZ Half-year ended
ZEE-F/H=1H 30 June 2003
WARZHE Income and expenses
EFIS LA Net interest income 3,186 501 271 901 361 - 5220
AthERWA Other operating income 1,705 464 105 28 N2 - 2674
BEBFEA Inter-segment income - - - - 173 173) -
BEZYA Total operating income 4,891 965 376 1,129 706 173)  7.8%
£ S Operating expenses* (1,157) (383) (52) 66)  (163) - (.82
BEEXH Inter-segment expenses (138) 29) (3) 3) - 173 -
NBEEEAZEERN Operating profit before provisions 3,596 553 321 1060 543 - 6073
REREE Provisions for bad and
doubtful debts (570) 71 43 - - - (456)
SR Operating profit 3,026 624 364 1,060 543 - 5617
ARETEERRERA Profit on tangible fixed assets and
2 long-term investments 12 28 - 40 267 - 341
ERMEFRE Net deficit on property revaluation - - - - (48) - (48)
- N bl Share of profits of
associated companies - - - - 18 - 18
BUE-REREF Profit on ordinary activities
before tax 3,038 652 364 100 774 - 5,928
BERFEA-RESEAN Share of pre-tax profit 512%  11.0% 6.1% 186% 13.1% - 100.0%
EERN(TaE Operating profit excluding
EBEEHRS) inter-segment transactions 3,164 653 367 1,063 370 - 5617
SERE *Including depreciation (63) ) (1) (95 - a7
—EE=EAAZTH At 30 June 2003
BmEE Total assets 134,547 28246 67,731 229,219 22,565 - 482,308
ZEE Total liabilities 324132 71354 16948 10,839 17,776 - 441,049
BEATRE Investments in assaciated
companies - - - - 675 - 675
HAEFRER Capital expenditure incurred
during the period 48 10 2 1 23 - 84
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9 Segmental analysis (continued)

{a) By business segment (continued)

BAET TERSE B2k
2F  BER7 HBEER KEEH
Personal 2B Comorate & Inter-
Financial Commercial Institutional HE£H Ef# segment 24
Services Banking Banking  Treasury Other  Elimination Total
FELER Half-year ended
ZEFEET=/Z+-A 31 December 2003
MAREH Income and expenses
EF NN Net interest income 2,989 563 272 973 162 - 4,959
g gmA Other operating income 1,462 466 13 281 202 - 2524
BEBEA Inter-segment income - - - - 17 (172) -
R A Total operating income 4,451 1,029 385 1,254 536 (172) 7483
grndr Operating expenses* (1,381) (416) (59) 82)  (163) - 081
SEREZE Inter-segment expenses (138) 28) @) 2) - 172 -
MEEESA 2 €257 Operating profit before provisions 2,952 585 322 1170 373 - 5402
REREE Pravisions for bad and
doubtful debts (360) (60) 84 - - - (336)
EEET Operating profit 2,592 525 406 1,170 373 - 5066
BREFEERRBEE Profit on tangible fixed assats and
&R long-term investments - - - 8 112 - 120
BEMEFEE Net surplus on property revaluation - - - - 1 - 1
EIEBE N 2R Share of profits of
associated companies - - - - 12 - 12
BEm—-RERR Profit on ordinary activities
before tax 2,592 525 406 1,178 508 - 5,209
EEREN—REBET Share of pre-tax profit 498%  10.1% 78% 226% 97% - 100.0%
EERMATRE Operating profit excluding
EEBRE) inter-segment transactions 2,730 553 410 172 201 - 5,066
BEFE *Including depreciation (59) 9) (1 (1 (88) - {158)
B Y el el = At 31 December 2003
BEE Total assets 137,988 31,749 68,393 242,014 222815 - 502,959
BEE Total liabilities 344,281 72,625 19,760 7225 18,783 - 462,674
BENEE: Investments in associated
companies - - - - 549 - 549
HRNERER Capital expenditure incurred
during the period 29 9 2 - 18 - 58
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Notes (continued)

9 Segmental analysis (continued)

(b) By geographical region

The geographical regions in this analysis are classified by the location of the principal

operations of the subsidiary companies or, in the case of the Bank itself, by the

location of the branches responsible for reporting the results or advancing the funds.

¥FLHER (FHER FEHER
ZEEmE —FE=F ZEFE=F
XA=TEH ~A=Z+H +ZA=1—H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 37 December
2004 2003 2003
% % %
BB ERA Total operating income
(BHRFEZH) (net of interest expense)
BE Hong Kong 7.291 90 7,186 91 6,785 97
= Americas 731 9 661 8 661 9
Hi Other 51 9 37 1 37 -
8,073 100 7,894 100 7,483 100
BREA-REBEF Profit on ordinary
activities before tax
5B Hong Kong €,587 90 5238 88 4543 87
M Americas 718 10 648 11 647 12
Hits Other 18 - 42 9
7,323 100 5,928 100 5,208 100
HREXEX Capital expenditure
incurred during
the period
B Hong Kong 55 95 78 93 52 90
=M Americas - - - - - -
2 Other 3 5 6 7 6 10
58 100 84 100 58 100
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9 Segmental analysis (continued)

(b) By geographical region (continued)

ZEENE —£5=% —EF=F
~NB=+H NE=1A +ZBE=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
% % %
BEE Total assets
B Hong Kong 424,681 84 408,425 85 427,539 85
= Americas 65212 13 65882 14 65204 13
Hfh Other 14,036 3 8,001 1 10,216 2
503,829 100 482,308 100 502,959 100
BEE Total liabilities
EE Hong Kong 447,841 97 426991 97 449243 97
=M Americas 7.967 2 9,718 2 8,376 2
Hft Other 6,052 1 4,340 1 5,055 1
461,860 100 441,043 100 462,674 100
HERBRAE Contingent liabilities
and commitments
& Hong Kong 111,959 98 101,084 93 107,588 98
=M Americas 113 - - - 122 -
Hi Other 1,938 2 1,317 1 1,671 2
113,210 100 102,401 100 109,381 100
10 ERREREHES 10 Cash and short-term funds
—EEMmE ZEF=z#F ZEEzfF
NB=ZTtA ~R=+8 +ZB=Z+—H
At 30 June At 30 jJune At 31 December
2004 2003 2003
EEREeRENAER Cash in hand and balances
Hit e RgE with banks and other
financial institutions 4,358 3,544 4,780
EHR—EARIIEL Money at call and placings with
EETRAE banks maturing within one month 52,646 58,726 62,566
Ex Treasury bills 5,372 5,039 4,557
62,376 67,309 71,903
EFENHAFBREGA Remaining maturity of treasury bills:
s AR * within three months 3,950 3,720 174
s CEANEE-F * one year or less but over
three months 1,422 1,319 4,383
5,372 5,039 4,557
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11 ~BANLz2EREREE 11 Placings with banks maturing after one month

-egms  -TEss
~BEZ+AH NE=1+8
At 30 June At 30 June At 31 December
2004 2003 2003
ZEE SRR Remaining maturity:
» —HAUNLEE=ZM@A » three manths or less but
over one month 2,437 19,638 15,576
s ZHAULEE—F * one year or less but
over three months 2,478 8,100 2,253
« —FELEERF « five years or less but over one year 400 - 200
5,315 27,738 18,029
12 BRH# 12 Certificates of deposit
—EEMmE —FE=F —Eg=-F
~BE+A ~E=Z+H TZHA=+-H
At 30 June At 30 June At 31 December
2004 2003 2003
FRE A F R R - Remaining maturity:
s —EAREFRMFEE o three months or less but
not repayable on demand 7,033 2,952 1,870
s ZBANLEE—F * one year or less but
over three months 11,039 5,915 10,171
o —ELFERF * five years or less but over one year 13,340 20,758 16,642

31,478 29,625 28,683




13 BERRARZES

13 Securities held for dealing purposes

g 3 Jirk: 3 —EEF=F —EF-F
ABE=TA ~NA=Z+8 +ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
EBEFZFHERSER Debt securities by remaining maturity:
o = {8 ARBIEENEF T K « three months or less but
not repayable on demand 146 40 38
e ZARANULEE—F = one year or less but
over three months 90 71 191
o —FULERF * five years or less but over one year 592 814 840
e HEE * over five years 318 119 146
1,146 1,044 1,215
BRE Equity shares 34 3 17
1,180 1,047 1,232

RERERARCERESFLTEHE
BERBRABTZESZRER

2
i °

Debt securities held for dealing purposes exclude treasury bills and certificates of

deposit which are included under the respective headings in the balance sheet.
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Notes (continued)

14 BEFER

14 Advances to customers

(F)BEFEH (a) Advances to customers
ZEEmE —EEC-F
NAZ+H +=ZF=+—H”
At 30 June At 37 December
2004 2003 2003
BEEREH Gross advances to customers 248,085 228,840 231,999
SR ER Specific provisions (903) (1,568) (1,432)
—REE General provisions (403) (1,101) (1,101)
246,779 226,171 229,466
EHH B F A HA Remaining maturity:
o A2 E * repayable on demand 12,271 12,162 11,488
o ZBANEENESE » three months or less but
not repayable on demand 25,002 17,263 20,341
o —HAULE—F e one year or less but
over three months 26,697 22,512 22,585
o —FLEERF * five years or less but
over one year 92,636 85,981 89,565
o AFENE * over Tive years 86,290 82,189 81,402
e BEH-BAME * overdue for more than one manth 1,285 3,062 1,375
o REE * non-performing advances 3,904 5,671 5,243
BEFEFEE Gross advances to customers 248,085 228,840 231,999
REBEERE Provisions for bad and doubtful debts (1,306) (2,669) (2,533)
246,779 226,171 229,466
EPERADAE Included in advances to customers are:
c ES5ER e trade bills 2,861 2,309 2,226
o REBER * provisions for bad and doubtful
debts (12) (23) (17)
2,849 2,286 2,209
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14 Advances to customers (continued)

(b) Provisions against advances to customers

BRHE
B &5 Suspended
Specific General Total interest
ZERWE-F-A&% At 1 January 2004 1,432 2,533 293
HAM % Amounts written off (519) (519) (97)
WEEEEHBRZER Recoveries of advances
written off in previous years 55 55 -
FEEETHERR New provisions charged to profit and
loss account 242 242 -
BREERECER Provisicns released to profit and
loss account (307) (1,005) -
BAR B RFIS Interest suspended during the period - - 42
WEERF S Suspended interest recovered - - (22
TETRERA=THES At 30 June 2004 903 1,306 216

FRERFEERER [EPEK]
RIEGRESKRE] BETZE
BHBEBEAFNGRZ S8 -

REBHEFERLENT

Suspended interest comprises both suspended interest netted against “Advances to

customers” and suspended interest netted against accrued interest receivable in

“Prepayments and accrued income”.

Total provisions as a percentage of gross advances to customers are as follows:

ZEERE ZEE= —EFF

ANA=TA NA=Z+H +ZAE+—H

At 30 June At 30 June At 31 December

2004 2003 2003

% % %

BHRER Specific provisions 0.36 0.69 0.62
—REH General provisions 0.16 0.48 0.48
BEE Total provisions 0.52 1.17 1.10
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Notes (continued)}

14 Advances to customers (continued)

{c) Non-performing advances to customers and provisions

Non-performing advances to customers on which interest has been placed in

suspense or on which interest has ceased to accrue are as follows:

-—ggmE  -FE= Fr=s
~NBEZT+H ~NHE=Z+H =+—F
At 30 June At 30 June At 31 December
2004 2003 2003
FEGRELE Gross non-performing advances
on which interest:
s FEEEBRRER * has been placed in suspense 3,872 5,567 5,182
s DEFILEFENE * accrual has ceased 95 182 134
3,867 5,748 5,316
BRFE Suspended interest (63) (78) (73)
SEE" (W 14(7)) Gross non-performing advances*
(note 14(d)) 3,904 5,671 5,243
B ER Specific provisions (803) {1,568) (1,432)
RERTE Net non-performing advances 3,001 4,103 3,811
BHREBHERE LR Specific provisions as a percentage
of gross non-performing
advances* 23.1% 27.6% 27.3%
RER HEEFERLE Gross non-performing advances*
as a percentage of gross
advances to customers 1.6% 2.5% 2.3%

EFERREEDERLEED
BEFSHMEZER  MEL

* Stated after deduction of interest in suspense.

Non-performing advances to customers are those advances where full repayment of

principal or interest is considered unlikely and are so classified as soon as such a

ERPABRLEBESNRIMERER
RE- REENEFAERBR
“EHAEREAREZLZZEEEL
BEFER -BETHREBRIN
FETeRMEREZEANL
REBZER BIERRERE
B UHERGAREBENZE
AREER REEHREES -

situation becomes apparent. Non-performing advances may include advances that
are not yet overdue for more than three months but are considered doubtful. Except
in certain limited circumstances, all advances on which principal or interest is
overdue for more than three months are classified as non-performing. Specific
provisions are made after taking into account the value of collateral held in respect

of such advances.
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14 Advances to customers (continued)

(d) Overdue advances to customers

The amounts of advances to customers which are overdue for more than three

months and their expression as a percentage of gross advances to customers are as

follows:
i 2053 —EF=# —EEZE
KE=+R NR=T TZA=Z+—H
At 30 June At 30 June At 31 December
2004 2003 2003
% % %
BEPHF 2Xh&% Gross advances
METaE to customers* which
have been overdue
with respect to either
principal or interest
for periods of:
« ZBAULEXRER * six months or less but
over three months 769 0.3 1,196 0.5 1,297 05
e NARULE—%F * one year or less but
over six months 532 0.2 1,088 05 858 04
o« —EDF e over one year 752 0.3 2,460 1.4 1,152 05
2,060 0.8 4,754 2.1 3,307 1.4
BRHAZEFER (L) Overdue advances to
customers (as above) 2,060 0.8 4,754 2.1 3,307 1.4
B MBNERREZEY Less: overdue advances
EFER on which interest is
still being accrued (567) (0.2) (1,305) (0.6) (1,108) (0.5)
m:aBE=EAKUTHARR Add: advances overdue
B BRECSEBRREE for periods of three
ZEFER months or less, or
which are not yet
overdue, and on which
interest has been
placed in suspense
s JIANEREPEX ¢ included in
rescheduled
advances 1,534 0.6 1,843 0.8 1,536 07
o Hft o other 877 04 379 02 1,508 0.7
EE (M 147) Gross non-performing
advances* (note 74(c)) 3,904 1.6 5,671 2.5 5,243 2.3

* DHBREFEIIE -

* Stated after deduction of interest in suspense.
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Notes (continued)

14 Advances to customers (continued)

(d) Overdue advances to customers (continued)

Advances with a specific repayment date are classified as overdue when the principal
or interest is overdue and remains unpaid at the period-end. Advances repayable by
regular instalments are treated as overdue when an instalment payment is overdue
and remains unpaid at the period-end. Advances repayable on demand are classified
as overdue either when a demand for repayment has been served on the borrower
but repayment has not been made in accordance with the demand notice, or when
the advances have remained continuously outside the approved limit advised to the
borrower for more than the overdue period in guestion.

(X)) EBZEFEH (e) Rescheduled advances to customers
ERCEFREHREYUBEFER  The amount of rescheduled advances and its expression as a percentage of gross
ZHEDT advances to customers are as follows:
ZEERE —EE-F —EE=F
~B=+AR NAE=ZTE +=B=+—8
At 30 June At 30 June At 37 December
2004 2003 2003
% % %
BERLEFER Rescheduled advances
to customers* 2,621 1.1 2,958 1.3 2,608 1.1

* BHBEBRPEDF -

ERVEFEFDAEEFHBRE
MEENMBPER  TLERFRE
EXREFBZER -

FIMZEREFERYTBE
ERERMEE  Das=@ANU
LZEFER  ZEEFERER
B 14(T)e [ERBZEFER]
BEA e

(C)REIZEE
FEERZBERBERD  ATAEBS
ERETHEERAERERHMmK
EEEEE RERZECHRE
BEAGCHEEZEREERR
BHRER  NREDERCEEER
EHERRARZZYUREE, &
BEE NHENERERERE
BRZE - CWREER SR ZERD
RBIEEFER T ABREE-

* Stated after deduction of interest in suspense.

Rescheduled advances are those advances which have been restructured or
renegotiated because a deterioration in the financial position of the borrower has
led to an inability to meet the original repayment schedule.

Rescheduled advances to customers are stated net of any advances that have
subsequently become overdue for over three months and are included in overdue
advances to customers set out in note 14(d).

(f) Repossessed assets

In the recovery of non-performing advances, Hang Seng may take repossession of
the collateral assets through court proceedings or voluntary delivery of possession by
the borrowers. Specific provisions have been made in respect of such non-
performing advances taking into account the net realisable value of the related
collateral which is revalued periodically. Upon repossession of the collateral assets,
the advances are adjusted to the net realisable value of the repossessed assets,
usually resulting in a partial write-off of the advances against specific provisions.
Advances with repossessed collateral assets will continue to be accounted for as
"Advances to customers” and classified as non-performing. The aggregate valuation

WERAFEEAERBEDT of the repossessed collateral assets amounted to:
—EEAE —EE=F ZEE=
XEE+H ~NEZT+H +=ZA=Z+—-8
At 30 June At 30 June At 31 December
2004 2003 2003
WEERBEE Repossessed collateral assets 385 603 506
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14 Advances to customers (continued)

{g) Segmental analysis of advances to customers by geographical area
Advances to customers by geographical area are classified according to the location
of the counterparties after taking into account the transfer of risk. In general, risk
transfer applies when an advance is guaranteed by a party located in an area which
is different from that of the counterparty. At 30 June 2004, over 90% of Hang
Seng’s advances to customers and the related non-performing advances and
overdue advances were classified under the area of Hong Kong (unchanged from the
positions at 30 June 2003 and 31 December 2003).

(h) Gross advances to customers by industry sector

The analysis of gross advances to customers (after deduction of interest in suspense)
by industry sector based on categories and definitions used by the Hong Kong
Monetary Authority is as follows:

—ggnE —EFE=#F ZEEZE
~NE=+AH KA=Zt+E +zZAzZ+—8
At 30 June At 30 June At 31 December
2004 2003 2003
EEREHZER Gross advances to customers
for use in Hong Kong
I¥ BERSEE Industrial, commercial and
financial sectors
s MEBRR * property development 13,909 17,910 16,828
s MERE e property investment 39,993 33,268 34,555
s TRLHE e financial concerns 4,819 3,681 6,109
s REELRL o stockbrokers 372 154 226
e MBREEZE o wholesale and retail trade 5,111 4,097 4,376
o BlEE » manufacturing 3,735 2,096 2,556
s BHREHH e transport and transport equipment 11,416 8,885 10,139
o Hff « other 20,408 20,158 17,727
99,763 90,249 92,516
A Individuals
« EE [EEBHEEHE ] * advances for the purchase of
[TLAZ2EEERHE] R flats under the Government Home
[MEEHRME] 2& Ownership Scheme, Private Sector
ERBEX Participation Scheme and Tenants
Purchase Scheme 28,310 32,840 30,431
» BEEMEIEMEZRIBER * advances for the purchase of
other residential properties 81,022 77,972 79,830
* EERER o credit card advances 5,508 5,186 5,430
o Hify « other 7.435 6,283 5,779
122,275 122,281 121,470
HEBERCEREH Total gross advances for use
in Hong Kong 222,038 212,530 213,986
ESmE Trade finance 15,807 11,029 11,322
EEBUMEBZER Gross advances for use outside
Hong Kong 10,240 5,281 6,691
BEFERRE Gross advances to customers 248,085 228,840 231,999

35|
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Notes (continued)

15 RBKE
(F) RAREZREEE

15 Long-term investments
(a) Carrying value of long-term investments

ZEENEFE ZEF=F ZEF=#E
AB=1A NBE=Z+EB +ZA=1—H
At 30 June At 30 June At 31 December
2004 2003 2003
BFERARZEBERES Held-to-maturity debt securities
BREBERT Issued by public bodies:
o BRI RSP RET * central governments and
central banks 13,382 10,413 12,408
e iR E#E « other public sector entities 11,253 12,874 12,365
24,635 23,287 24,773
mEMEREET: Issued by other bodies:
« ARRAGSRERE * banks and other financial
institutions 75,395 58,608 68,230
¢« bE * corporate entities 19,311 15,368 18,747
94,706 73,976 86,977
119,341 97,263 111,750
RERE Equity investments
mexEST Issued by corporate entities 1,656 1.814 2,131
120,997 99,077 113,881
FEHR2ERES Held-to-maturity debt securities
EEEL® Listed in Hong Kong 4,818 2,436 3,001
EEBUIMMEE T Listed outside Hong Kong 25,273 22,513 24,687
30,091 24,949 27,688
LT Unlisted 89,250 72,314 84,062
119,341 97,263 111,750
ERE Equity investments
EEELT Listed in Hong Kong 028 1,085 1,313
EEEIME LW Listed outside Hong Kong 80 64 87
1,008 1,149 1,400
LT Unlisted 648 665 731
1,656 1,814 2,131
120,997 99,077 113,881

HEBRZEBESFUKKTETD
T LEHREBAREZRAE
FEEZEHRAEZER - RE
LENDFEBEIE

Held-to-maturity debt securities are stated at cost, adjusted for the amartisation of

premiums and accretion of discounts over the period from the date of purchase to

the date of maturity. Equity investments are stated at fair value.
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15 Long-term investments (continued)

(b) Fair value of held-to-maturity debt securities

AF(EE Fair Value
—EZEmE ZEF=F —EE=F
NARE=+H ~A=+EH +FZA=E+—H
At 30 June At 30 June At 31 December
2004 2003 2003
FERRZERES Held-to-maturity debt securities
BARBERT: Issued by public bodies:
o PRIGHFT R KT * central governments and
central banks 13,334 10,673 12,578
o Efp R * other public sector entities 11,458 13,465 12,763
24,792 24,138 25,341
EEAMEERT Issued by other bodies:
s AEREMBRERE e banks and other financial
institutions 75,241 59,018 68,375
o ¥ e corporate entities 19,334 15,682 18,928
94,575 74,700 87,304
119,367 98,838 112,645
FEERZBERES Held-to-maturity debt securities
EEELE™ Listed in Hong Kong 4,804 2,515 3,074
EEENIMNEE LT Listed outside Hong Kong 25,284 22,800 24,790
30,088 25,315 27,864
L™ Unlisted 89,279 73,523 84,781
119,367 98,838 112,645

(F) BEHRZEBHEZRIBASN
TEBERHCEBEFRIGE

S (BHREERERNERE L

HBERE) #FmT:

{c) Maturity analysis of held-to-maturity debt securities

The maturity profile of the above held-to-maturity debt securities categorised by the

remaining period from the balance sheet date to the contractual maturity date is as

follows:

EEEE Carrying Value

—EEnmF —EF=fF ZEF=#
XBE=+A ~NA=Z+EB FZAE=Z+—H
At 30 June At 30 June At 31 December
2004 2003 2003
ZIHEF BB Remaining maturity:
o EEIE * repayable on demand 77 - 78
o —{AARBIEENETE * three months or less but not
repayable on demand 5,617 7,959 6,827
e ZHALLE—% * one year or less but over
three months 17,018 12,580 17,474
« —FELEERF o five years or less but over one year 90,876 72,966 82,130
« AFME e over five years 5,753 3,758 5,241
119,341 97,263 111,750
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Notes (continued)

16 HEQATIRE

16 Investments in associated companies

ZEERE
~B=+A
At 30 June

2004

BeELRRE

BEEBLAREMTEN  BELA
DEELIUS -—BLAELEE
HEREZERLT HZS—HA
BIEEARZEEN  BREZ2EHB
REEHRLEZRE  BZE B
CEIEHBRARDE ZBEDR -

BIERBBEMEE  —8mE
BE-—BREIRESZ - THRE
TERBETEATE N  MiEAR
REEERE -EmMABRERE
KRB MASREREZEE
REBRAR - BhREEERARN
ANBERTROBEBRRGAZESE
RLHRITEES  NBELERZE
REBE  HUEXRITROER

DRBBERTZHERT  MH
REBRENBSZEAAE  BERLH
BMEEEEBRERITRHAERDE
CERDEIE -

Investments in associated companies 2,183

In accordance with the Hong Kong Generally Accepted Accounting Practice, an
associated company is an entity over which one company has significant influence,
including participation in the financial and operating policy decisions, without
controlling the management of the company. Usually a holding of less than 20% is
presumed not to have significant influence unless such influence can be clearly
demonstrated, and is treated on an investment basis, with the holding recognised at
cost and dividends accounted for as declared. The investment in Industrial Bank Co.,
Ltd. (IB) has, however, been accounted for as an associated company using the
equity method, by which Hang Seng will recognise its share of the profits and losses
earned by IB. This reflects that Hang Seng has representation in both the Board and
Executive Committee of IB, and the ability to participate in the decision making

process.
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17 Other assets

—EEmF —EEZE ZEEFZE
RXB=+H ~NA=1TH +ZA=+—H
At 30 June At 30 june At 31 December
2004 2003 2003
ETMEFEZEEABRRUN Unrealised gains on off-balance
= ERREMOE sheet interest rate, exchange rate
TEGHZRERETF and other derivative contracts
which are marked to market 1,023 1,117 1,664
EIEHE Deferred taxation 17 55 52
IR E FEWERIE ltems in the course of collection from
other banks 4,235 2,945 3,244
BN RER Y Prepayments and accrued income 2,182 2,403 2,179
REREREAEG RE Long-term assurance assets
REEE attributable to policy holders 6,342 3,763 4,982
HEEE Other accounts 2,989 3,232 3,815
16,788 13,515 15,936
ZIHEFRNE - Remaining maturity:
* Z{@AA * three months or less 7,346 6,551 8,811
s ZBAUNLEE—F * one year or less but over
three months 1,289 1,894 770
« —FLEEAF « five years or less but over one year 458 199 183
s REME » over five years 7.654 4,826 6,135
16,747 13,470 15,899
o BB * overdue*
- ZEAREEXREA - six months or less but over
three months 5 7 5
- ~EANLEE—F — one year or less but over
six months 5 9 8
- —EME — over one year 21 29 24
41 45 37
16,788 13,515 15,936
*rEpeEE [HEFRESNE) BETZ  *Represented mainly by overdue interest receivable included under “Prepayments and
WEIENFE accrued income”.
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Notes (continued)

18 ER FERRELER

18 Current, savings and other deposit accounts

ZEERE ZFE=F ZEFZF
NE=Z+AH NA=Z+A  FTZAZ+-—
At 30 June At 30 June At 31 December
2004 2003 2003
EPER: Customer deposit accounts:
o ERER e current accounts 51,928 38,854 48,568
s BEEX * savings accounts 206,626 165,717 205,769
« THRAMEFR * time and other deposits 159,954 204,445 177,634
BHFRE Certificates of deposit in issue 9,862 10,014 7,927
BHEMEBES Other debt securities in issue - 53 15
428,370 419,083 439,813
BEFER Customer deposit accounts
B i 3] 55 Repayable on demand 283,329 232,393 281,296
EREFRELBHE With agreed maturity dates or
B THERETE periods of notice, by remaining
maturity:
o ZEAREIINZEH * three months or less but not
repayable on demand 117,668 166,328 139,123
o —HAMLEE—F * one year or less but over
three months 10,736 9,029 7,474
o —FLLFEREF * five years or less but over one year 6,347 1,266 3,720
o AL E * over five years 428 - 358
418,508 409,016 431,971
BHERE Certificates of deposit in issue
ZEHEFIHERE Remaining maturity:
« —ARREFERRE « three months or less but not
repayable on demand 208 2,121 908
s ZHANEE—F * one year or less but over
three months 2,994 2,981 1,132
o —FLLERF » five years or less but over one year 6,081 4,727 5,685
s AFME e over five years 579 185 202
9,862 10,014 7,927
BEHEMBERES Other debt securities in issue
EHHEFBEE Remaining maturity:
o —HRAR{EHNEIH * three months or less but not
repayable on demand - - 15
s CHANEE—% * one year or less but over
three months - 53 -
- 53 15
428,370 419,083 439,813
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19 Deposits from banks

ZEEmE ZEF=F ;%‘Erﬁ
NAEZ+A NAEZ+E F+ZA=Z+-—
At 30 June At 30 June At31 December
2004 2003 2003
BN 3 Repayable on demand 2,140 854 654
ERTEFRELBAE With agreed maturity dates or periods
BT HERETE of natice, by remaining maturity:
+ ZEBABAENHEES * three months or less but not
repayable on demand 3,928 1,439 448
s CHAKEE-% e one year or less but over
three months 14 66 100
6,082 2,359 1,202
20 Ht8HE 20 Other liabilities
—EERE ZEE=F —EF=F
NBE=+A ~A=Z+B +ZA=+—8H
At 30 June At 30 june At 31 December
2004 2003 2003
BEEE Short positions in securities 2,657 5,604 1,514
BEBBRUNMNEMEFEL Unrealised losses on off-balance sheet
ME CERRAMIEIE interest rate, exchange rate and
BHTRERER other derivative contracts which are
marked to market 761 1,072 1,277
RERE Current taxation 1,023 921 523
BRERE Deferred taxation 853 601 643
REEEEMEE Itemns in the course of transmission
to other banks 5,162 4,030 3,868
FEST RUEHEMA Accruals and deferred income 1,548 1,531 2,155
BERIVER Provisions for other liabilities and
charges 387 384 363
RERESEARRZZEHRR Long-term liabilities attributable to
BE policy holders 6,342 3,763 4,982
HEipriE Other 1,045 944 3,722
19,878 18,850 19,147
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21 BRES 27 Shareholders’ funds
ZEEmF
AB=+H
At 30 June
2004
LN Share capital 9,559 9,559 9,559
RE AT Retained profits 21,895 20,504 19,720
TURREYREEHEE Premises and investment properties
revaluation reserves 7.054 5,906 5,813
REBREREER[ES Long-term equity investment
revaluation reserve 635 647 1,009
EXELREE Capital redemption reserve 99 99 99
akkE Total reserves 29,683 27,156 26,641
39,242 36,715 36,200
HIER S Proposed dividends 2,103 4,015 3,441
BRES Shareholders’ funds 41,345 40,730 39,641
TEREESOH/E Return on average
shareholders’ funds 30.9% 24.4% 22.5%

RZEEWME LEF - RITFMEM  There was no purchase, sale or redemption of the Bank’s listed securities by the Bank
HEBARLEEE - BERBEEA  orany of its subsidiaries during the first half of 2004.
T2 Lm&ES -
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22 Capital resources management

Analysis of capital base and risk-weighted assets

—gens s
*B=+A +ZA=+—8
At 30 June At 30 June At 31 December
2004 2003 2003
BEXRER Capital base
E-—REX Tier 1 capital
o BE * share capital 9,559 9,559 9,559
o RE&ET * retained profits 21,193 19,919 19,084
o EARERRE * capital redemption reserve 99 99 99
* B BB * less: goodwill (795) - -
CEH * total 30,056 29,577 28,742
E-FENR Tier 2 capital
s TUERBRENZERREE * premises and investment properties
revaluation reserves 4,965 4,160 4,096
s REBREREEERHE * long-term equity investment
revaluation reserve 422 459 688
o —REH * general provisions 403 1,101 1,101
* A&f * total 5,790 5,720 5,885
NBERGEEHEZERE Unconsolidated investments and
RA®EE other deductions (2,122) (1,404) (1,283)
BERER Tota! capital base after deductions 33,724 33,893 33,344
ElmEERE Risk-weighted assets
EERERNA On-balance sheet 245,792 226,484 234,251
EERMERIN Off-balance sheet 15,591 14,243 15,047
EERNEEE Total risk-weighted assets 261,383 240,727 249,298
BEWRERZBER Total risk-weighted assets adjusted
MEEE for market risk 263,236 241,300 253,326
BRRRLLE Capital adequacy ratios
BEETEEARE After adjusting for market risk
« TR E o tier 1% 11.4% 123% 11.3%
o B E * total* 12.8% 14.0% 13.2%
AABTIEER Before adjusting for market risk
s FRkE * tier 1 11.5% 12.3% 11.5%
o BHE * total 12.8% 14.1% 13.4%
*EARECRFEEESBEERBZEE  * The capital ratios take into account market risks in accordance with the relevant Hong Kong
BRFBAEBESGRITEEARE - Monetary Authority guideline under the Supervisory Policy Manual.
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23 RBEELR
BEEARTERAMRD ZEE
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23 Liquidity ratio

The average liquidity ratio for the period, calculated in accordance with the Fourth

Schedule of the Hong Kong Banking Ordinance, is as follows:

¥ELEZ
—g2nF
AA=+H /
Half-year Half-year
ended ended
30 June 30 June 31 December
2004 2003 2003
FOIRELERTES The Bank and its major
ZEEMEDF banking subsidiaries 48.1% 45.0% 47.4%

24 BEFRBEHER
(F) EELBFEREELTEHZ

24 Reconciliation of cash flow statement

(a) Reconciliation of operating profit to net cash flow from operating

FHEREHRE activities
¥ELET
—gens
YR
Half-year Half-year
ended ended
30 June 30 June
2004 2003
BEET Operating profit 6.859 5,617
SERE WA Net interest income (4,711) (5,220)
BREWA Dividend income (76) (37)
REREE Provisions for bad and doubtful debts (763) 456
e Depreciation 153 171
REREZEH Amortisation of long-term investments 241 17
Bk EE s EFHEESR Advances written off net of recoveries (464) (700)
WE 8 Interest received 4,589 5,413
BEFE Interest paid (1,161) (1,462)
EEEERHRI2ELER Operating profit before changes in
working capital 4,667 4,255
BehEPEe & Change in cash and short-term funds (265) 889
—EAKEREZ Change in placings with banks
THGEREECE maturing after one month 12,714 3,181
FERECES Change in certificates of deposit {1,729) 676
BEBEERBLES 2B Change in securities held for dealing purposes 52 151
BFEERzE Change in advances to customers (16,086) (1,365)
HEEERAARAEEMRB LA Change in amounts due from immediate
R E holding company and fellow subsidiary companies 2,609 (357)
HmEEZEE Change in other assets (999) (1,213)
ERGR# Change in customer deposit accounts (13,463) 11,325
HHERESZESY Change in debt securities in issue 1,920 (5,935)
REFRIEH Change in deposits from banks 4,880 1,287
EBERARRREGANBRA Change in amounts due to immediate holding
BagzE company and fellow subsidiary companies 5,118 (858)
HugE & Change in other liabilities (77) 3,487
WhREZEREMIERSES Elimination of exchange differences and other
non-cash items 1,697 (5,399)
RELEZHELZRE Cash generated from operating activities 1,038 10,124
EEHRER Taxation paid (212) (11
REEETH RERAEH Net cash inflow from operating activities 826 10,113
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24 Reconciliation of cash flow statement (continued)

(b) Analysis of the balances of cash and cash equivalents

ZEEmE —FEEZF
AB=+H ~A=+8H
At 30 June At 30 June
2004 2003
ETEReRGHEE Cash in hand and balances with banks and
NEMERBIE other financial institutions 5,945 4,014
EHMR—ERANIEZ Money at call and placings with banks
THEREE maturing within one month 55,865 61,574
B Treasury bills 641 1,363
FRE Certificates of deposit 1,069 229
63,520 67,180
25 RE/E - RERFTEIR 25 Contingent liabilities, commitments and derivatives
(F) %8 FEZHE2H (a) Contract amount, credit equivalent amount and
REBINETE risk-weighted amount
EEZIEELE
BT Credit BBRnRLE
Contract equivalent Risk-weighted
amount amount amount
ZEEREANE=Z+H At 30 June 2004
EX=REC Contingent liabilities:
ER Guarantees 10,905 10,641 3,580
AE Commitments:
FREREHESBERS Documentary credits and short-term
trade-related transactions 9,392 1,878 1,873
FEACEXNERER  EEER  Undrawn formal standoy facilities,
B ARG credit lines and other
commitments to lend:
o« —FHT * under one year 72,099 - -
« —FERIE * one year and over 20,649 10,324 9,382
Hit Other 165 165 74
102,305 12,367 11,329
EEEH Exchange rate contracts:
MEBREBMNER S Spot and forward foreign exchange 76,742 762 220
HAMEZSH Other exchange rate contracts 29,534 372 123
106,276 1,134 343
MESH: Interest rate contracts:
Flj 4= 5 Interest rate swaps 119,216 1,364 316
B A =54 Other interest rate contracts 6,576 64 28
125,792 1,428 344
HMHEIAEN Other derivative contracts 36 3 1
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25 REER  AERTEIA(E)
(F)EHEHE FEZHESE

Notes (continued)

25 Contingent liabilities, commitments and derivatives (continued)

(a) Contract amount, credit equivalent amount and

REGEMEZHE) risk-weighted amount (continued)
EEZHEESE
BHBE Credit EBRnEESE
Contract equivalent Risk-weighted
amount amount amount
ZEE=FNA=TAH At 30 June 2003
HEER Contingent liabilities:
R Guarantees 10,974 10,795 3,650
EE Commitments:
ERBREHEZHERS Documentary cradits and short-term
trade-related transactions 7,142 1,429 1,422
FHHZEAERER  ZEER  Undrawn formal standby facilities,
B A credit lines and other
commitments to lend:
o —FELT * under one year 64,708 - -
o —FERIE * one year and over 19,539 9,770 8,444
B Other 38 38 38
91,427 11,237 9,904
EREHN: Exchange rate contracts:
B REBRINERS Spot and forward foreign exchange 84,812 1,072 264
HiEREH Cther exchange rate contracts 42,140 379 86
126,952 1,451 350
HEEH: Interest rate contracts:
|2 15 Interest rate swaps - 78,220 1,366 336
HioFEe 4 Other interest rate contracts 13,281 6 3
91,501 1,372 339
HittfT£ETEEH Other derivative contracts 108 4 1




25 RE/EE - RERTETIR(E)
(F)EHNEH  EEZHESH

25 Contingent liabilities, commitments and derivatives (continued)
(a) Contract amount, credit equivalent amount and

REBMESIEGE risk-weighted amount (continued)
FEZIEEZE

BHZHE Credit BremERE
Contract equivalent Risk-weighted
amount amount amount

ZEEZF+ZRA=+—H At 31 December 2003

REEH Contingent liabilities:

ER Guarantees 12,407 12,143 3,622
AE Commitments:

ERAEREHESBERS

AEBZEAEREM
EREREMBREUERE

« —EYT
« —ERME
=¥

ERSH:
NERREHINER S
HEREH

HitfT£TREH

LRIHEEEBERUNR G ZA
BEANEE FEzESF2ERA
MBS HEEECHEES
BOOVRAFEERBNESELZ
B-uSEBENIRBEEERGTER
BIMR=FEBEFTRILEZ£E
Mg IRTFHEEBEZEER
HERSEME - MBREES KA
g-ARRNEREATEGSZ
—H O WMBEE MEREMTE
TAGH REBNIEREREE
BOZAT

I

Documentary credits and short-term

trade-related transactions 8,098 1,620 1,613
Undrawn formal standby facilities,

credit lines and other

commitments to lend:

e under one year 69,099 - -
* one year and over 19,623 9,811 8,949
Other 160 160 62

96,980 11,591 10,624

Exchange rate contracts:

Spot and forward foreign exchange 76,408 1,080 322
Other exchange rate contracts 33,160 401 141
109,568 1,481 463

Interest rate contracts:

Interest rate swaps 91,629 1,300 315
Other interest rate contracts 17,578 45 21

109,207 1,345 336
Other derivative contracts 297 9 2

The tables above give the nominal contract, credit equivalent and risk-weighted
amounts of off-balance sheet transactions. The credit equivalent amounts are
calculated for the purposes of deriving the risk-weighted amounts. These are
assessed in accordance with the Third Schedule of the Hong Kong Banking
Ordinance on capital adequacy and depend on the status of the counterparty and
the maturity characteristics. The risk weights used range from 0% to 100% for
contingent liabilities and commitments, and from 0% to 50% for exchange rate,

interest rate and other derivative contracts.
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Notes (continued)

25 Contingent liabilities, commitments and derivatives (continued)
(a) Contract amount, credit equivalent amount and

risk-weighted amount (continued)

Contingent liabilities and commitments are credit-related instruments which
include acceptances, letters of credit, guarantees and commitments to extend credit.
The risk involved is essentially the same as the credit risk involved in extending loan
facilities to customers. These transactions are, therefore, subject to the same credit
origination, portfolio maintenance and collateral requirements as for customers
applying for loans. As the facilities may expire without being drawn upon, the total
of the contract amounts is not representative of future liquidity requirements.

Off-balance sheet financial instruments arise from futures, forward, swap and
option transactions undertaken in the foreign exchange, interest rate and equity
markets.

The contract amounts of these instruments indicate the volume of transactions

outstanding at the balance sheet date and do not represent amounts at risk. The

TBE B EHRBEEZER  credit equivalent amount of these instruments is measured as the sum of positive
5 o mark-to-market values and the potential future credit exposure in accordance with
UWETAZENSEETREAE  the Third Schedule of the Hong Kong Banking Ordinance.
EERAINGIREEE BET
REEMEE - WETAZEERE
ESENBREEBRTEMSIME
SZRAHE  BARTEER%
ATHEZENBEREECZED
EERBME B -
(Z)EER K (b) Replacement cost
—gEemE —EF=F —EE=F
AB=+H ANAZTE  FIZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
EEEH Exchange rate contracts 702 738 876
FZEEL Interest rate contracts 979 1,072 997
EMfTETAEH Other derivative contracts 2 1 -
1,683 1,811 1,873
EHZEEXRARAREMBIETEE The replacement cost of contracts represents the mark-to-market assets on all
HEATBEZEY (BHEFEE  contracts (including non-trading contracts) with a positive value and which have not
Agpzal) BE MEEEHUYL  been subject to any bilateral netting arrangement.
BIECMEEIRERE T8 -
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EEEREEEBEREERER £
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26 Cross border claims

Cross border claims include receivables and loans and advances, balances due from

banks and holdings of certificates of deposit, bills, promissory notes, commercial

paper and other negotiable debt instruments and also include accrued interest and

overdue interest on these assets. Claims are classified according to the location of

the counterparties after taking into account the transfer of risk. For a claim

guaranteed by a party situated in a country different from the counterparty, the risk

will be transferred to the country of the guarantor. For a claim on the branch of a

bank or other financial institution, the risk will be transferred to the country where

2iE - BEMBBZERALZA its head office is situated. Claims on individual countries or areas, after risk transfer,
EE - EBRITRERBIEZD  amounting to 10% or more of the aggregate cross border claims are shown as
TERE HERBEBEZRITI  folows:
SRBBZRTHMELE - @ERIE
REABEETRERERZEEER
BREHEESZTHULZEEE
BHIMT
GEFE8
EREE NEBIE
Banks & Other Public
Financial Sector Ei &4
Institutions Entities Other Total
ZEERFEANBEZFA At 30 June 2004
FEESBER Asia-Pacific excluding
HRAE: Hong Kong:
-V * Australia 18,865 214 1,063 20,142
« Eft e other 22,461 1,264 8,575 30,300
41,326 1,478 7,638 50,442
EM: The Americas:
* MEX e Canada 17,502 6,009 793 24,304
o ZH ¢ United States 10,006 3,740 6,249 19,995
o Aft * other 19 762 4,528 5,309
27,527 10,511 11,570 49,608
BE Western Europe:
+ B8 * Germany 13,906 348 387 14,641
o HE * United Kingdom 21,037 16 5,300 26,953
o ity * other 44,048 1,890 3,981 49,919
78,991 2,254 10,268 91,513
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26 HEEE (E) 26 Cross border claims (continued)
FERE
DERE REEE
Banks & Other Public
Financial Sector Eit BF
Institutions Entities Other Total
—EFZFEXA=TH At 30 June 2003
TEHEBBER Asia-Pacific excluding
WEKE Hong Kong:
o BN ¢ Australia 19,793 151 1,304 21,248
o Efth e other 21,832 804 3,238 25,874
41,625 955 4,542 47,122
EM: The Americas:
s MEX + Canada 16,608 8,945 264 25,817
o EH » United States 8,868 6,524 3,508 18,900
o Hit * other 5 - 4,661 4,666
25,481 15,469 8,433 49,383
AE Western Europe:
s [EE e Germany 20,595 1,068 402 22,066
o HE ¢ United Kingdom 22,395 16 3,551 25,962
o Hifh e other 46,022 2,077 3,531 51,624
89,012 3,156 7,484 99,652
ZEFE=FSFZA=+—H At 31 December 2003
TEEEBER Asia-Pacific excluding
MEAE: Hong Kong:
o R * Australia 19,251 170 1,362 20,783
o Eff) e other 23,543 1,377 3,749 28,669
42,794 1,547 5111 49,452
EM The Americas:
o MEX e Canada 17,982 10,527 686 29,195
o £ * United States 8,047 6,672 5,090 19,809
o Hft * other 4 543 4,351 4,898
26,033 17,742 10,127 53,902
B Western Europe:
« B * Germany 20,417 863 371 21,651
« THE * United Kingdom 20,378 16 4,091 24,485
« i * other 54,061 1,601 4,144 59,806

94,856 2,480 8,606 105,942
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27 Accounting policies
This interim report has been prepared on a basis consistent with the accounting

policies adopted in the 2003 financial statements.

28 LEBEF
BHLBEHFEEHNSE LA
R ZEERE -

28 Comparative figures
Certain comparative figures have been reclassified to conform with the current

period’s presentation.

29 MIXER

ATUREEBNTRE TR
REDER_FTTMEALETE
B URBR_FEOFLEFELY
EMHES - ZFERBULIER
EEMERATATARLAAE
B IThREAEEEIEMEEEE
ER:EXRGEEMET - E/TH
MEZBEDZRITUAEEAEL
CHETBEE MEAREDMEL
EEUZBOEMSEE - WEE
BEEEBTLETIEE TR
B HEPEE+ZBNATLRETR
(EHBREERBERER —BATE
B8) ER-TEMERA=1H
FAEEREBE -ERBT2ER
—E-TALEEL BURERH
DMETEERRREXTRGT
EMER I EESE  RELDES

o
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29 Property revaluation

A revaluation of Hang Seng’s premises and investment properties in the Hong Kong
SAR was performed in June 2004 to reflect property market movements in the first
half of 2004. The valuation was conducted by Chesterton Petty Limited, an
independent professional valuer, and carried out by qualified valuers who are
members of the Hong Kong Institute of Surveyors. The basis of the valuation of
premises was open market value for existing use. The basis of the valuation for
investment properties was open market value. The property revaluation has resulted
in a surplus of HK$1,705 million, of which HK$1,389 million (net of deferred tax
amounting to HK$197 million) has been credited to the Bank's revaluation reserves
at 30 June 2004. The remaining amount of HK$119 million has been credited to the
profit and loss account, being reversal of the previous revaluation deficit which had
arisen when the market value of certain premises fell below depreciated historical

cost.
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Notes (continued)

30 mEREkR
MHEEBRDAETEE  FIZRNKE
LERENRZEY MIBLEEL
BHMHER -THERESRME
AEEEE  MUREESEET
BrZeRIA BPEBREAH
BERBEHELSELETSAR -
MZERRESEMKEZA
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RREREANEE - ERERRR
EECEQITMBRBEAEP—
BErEZFEZ - BBRRBELH
DEAEBERBENZED - 88
BEREEEZHERSE - AL
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BEBRERBEBENRDT R
EXSHCERERAREZER
RELEZRF  TREBERE
BTN EREBRBEFRNAE
RZIKFE
FREBRBER-—EBERE -2
EXRFETERTIBEE FIER

REmeBughRERIRD
EEFESRERBEIRARA
TEIBTEEERE  FIREETSE
BEBEM RESZNTNLES
KFERTESEHZEEERE
TERTRT S RERZEZEE
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RENTEREHE - BETHEEA
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30 Market risk

Market risk is the risk that foreign exchange rates, interest rates or equity and
commodity prices will move and result in profits or losses to Hang Seng. Market risk
arises on financial instruments which are valued at current market prices (mark-to-
market basis) and those valued at cost plus any accrued interest (accrual basis). Hang
Seng’s market risk arises from customer-related business and from paosition taking.

Market risk is managed within risk limits approved by the Board of Directors. Risk
limits are set by product and risk type with market liquidity being a principal factor in
determining the level of limits set. Limits are set using a combination of risk
measurement techniques, including position limits, sensitivity limits, as well as
value-at-risk (VAR) limits at a portfolio level.

Hang Seng adopts the risk management policies and risk measurement
techniques developed by the HSBC Group. The daily risk monitoring process
measures actual risk exposures against approved limits and triggers specific action to
ensure the overall market risk is managed within an acceptable level.

VAR Is a technigue which estimates the potential losses that could occur on risk
positions taken due to movements in market rates and prices over & specified time
horizon and to a given level of confidence. The model used by Hang Seng calculates
VAR on a variance/covariance basis, using historical movements in market rates and
prices, a 99% confidence level and a 10-day holding period and generally takes
account of correlations between different markets and rates. The movement in
market prices is calculated by reference to market data for the last two years.
Aggregation of VAR from different risk types is based upon the assumption of
independence between risk types. In recognition of the inherent limitations of VAR
methodology, stress testing is performed to assess the impact of extreme events on

market risk exposures.
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30 Market risk (continued)

Hang Seng has obtained approval from the Hong Kong Monetary Authority

(HKMA) for the use of its VAR model to calculate market risk for capital adequacy

reporting and the HKMA has expressed itself satisfied with Hang Seng’s market risk

management process.

Hang Seng’s VAR for all interest rate risk and foreign exchange risk positions and

on individual risk portfolios during the first halves of 2004 and 2003 are shown in

the tables below:

HREBBENT -
BREBBE VAR
BA B B
RIEEE BEEHE FYHE
ZE8@®E  Minimum  Maximum Average
XBE=Z+H during during for
At 30 June the the the
2004 period period periaod
EFNEREXZEMREER VAR for all interest rate risk
ZFRERBIE and foreign exchange risk 348 250 607 387
BEzEBFEZSREREE VAR for foreign exchange risk
(EE) (trading) 37 35 58 43
MNEZBRBEEZPRAREE - VAR for interest rate risk:
« B » trading : 4 1 8 4
o Ei * accrual 348 245 605 386
RESE RREE FHEE
—_EE==F Minimum Maximum Average
ANA=ZT+H during during for
At 30 june the the the
2003 period period period
FBNEREZZRAREE VAR for all interest rate risk
2 pRBREE and foreign exchange risk 409 187 409 276
EEzRBBEZSREAREAE VAR for foreign exchange risk
(BE) (trading) 3 2 4 3
FEZBERBEZSRERKE VAR for interest rate risk:
+ EE e trading 8 1 1 4
o B5f * accrual 402 187 402 275
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Notes {continued)

30 Market risk (continued)

The average daily revenue earned from market risk-related treasury activities for
the first half of 2004, including accruals book net interest income and funding
related to dealing positions, was HK$10 million (HK$8 million for the first half of
2003). The standard deviation of these daily revenues was HK$5 million (HK$4
million for the first half of 2003). An analysis of the frequency distribution of daily
revenues shows that out of 122 trading days in the first half of 2004, losses were
recorded on only two days and the maximum daily loss was HK$6 million. The most
frequent result was a daily revenue of between HK$6 million and HK$10 million,
with 62 occurrences. The highest daily revenue was HK$38 million,

Hang Seng’s foreign exchange exposures mainly comprise foreign exchange
dealing by Treasury and currency exposures originated by its banking business. The
latter are transferred to Treasury where they are centrally managed within foreign
exchange positicn limits approved by the Board of Directors. The average one-day
foreign exchange profit for the first half of 2004 was HK$4 million (HK$2 million for
the first half of 2003). Structural foreign exchange positians arising from capital
investment in subsidiaries and branches outside Hong Kong, mainly in US dollar and
renminbi, are managed by the Asset and Liability Management Committee (ALCO).

Interest rate risk arises in both the treasury dealing portfolio and accruals books,
which are managed by Treasury under limits approved by the Board of Directors. The
average daily revenue earned from treasury-related interest rate activities for the first
half of 2004 was HK$6 million (HK$6 million for the first half of 2003).
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31 Foreign currency positicns

Foreign currency exposures include those arising from dealing, non-dealing and

structural positions. At 30 June 2004, the US dollar was the only currency in which

Hang Seng had a non-structural foreign currency position which exceeded 10% of

the total net position in all foreign currencies.

ZEENE —EE=F :??Eﬁ
NE=+H NAE=+H =+—H
At 30 June At 30 June Ar37 December
2004 2003 2003
EUFLBMHAR US dollar non-structural position
REEE Spot assets 166,456 158,081 162,330
HERE Spot liabilities (161,751) (149,899) (151,706)
EHEA Forward purchases 41,452 44,594 40,537
EHREY Forward sales (34,390) {41,066) (35,587)
HERTE Net options positions (2) - -
BEELEEEERTE Net long non-structural position 11,765 11,710 15,574
RZBTMERA=ZTE " B4E2Z At 30 June 2004, Hang Seng’s major structural foreign currency positions were US
EEMIEEBRETEAZLMAER  dollar and renminbi.
E‘k:é';{ o
—EENF —EF= —EFEFE=F
NA=+AH NA=+H8 +FZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
Tt 13 fhEaEEN 1EAB TR
FEBILR EERILE EERBILE
% of % of % of
total net total net total net
structural structural structural
position position position
ZREHRE Structural position
e US dollar 852 29.7 887 857 841 68.5
ARE Renminbi 1,910 66.6 95 92 282 23.0
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32 Material related-party transactions

(a) Immediate holding company and fellow subsidiary companies

During the first half of 2004, Hang Seng entered into transactions with its immediate
holding company and fellow subsidiary companies in the ordinary course of its
interbank activities including the acceptance and placement of interbank deposits,
correspondent banking transactions and off-balance sheet transactions. The
activities were priced at the relevant market rates at the time of the transactions.
Hang Seng participated, in its ordinary course of business, in certain structured
finance deals arranged by its immediate holding company.

Hang Seng used the IT of, and shared an automated teller machine network
with, its immediate holding company and used certain processing services of a
fellow subsidiary on a cost recovery basis. Hang Seng also maintained a staff
retirement benefit scheme for which a fellow subsidiary company acts as insurer and
administrator and the Bank acted as agent for the marketing of Mandatory
Provident Fund products and the distribution of retail investment funds for two
fellow subsidiary companies. The premiums, commissions and other fees on these
transactions are determined on an arm’s length basis.

The aggregate amount of income and expenses arising from these transactions
during the period, the balances of amounts due to and from the relevant related
parties, and the total contract sum of off-balance sheet transactions at the period-

end are as follows:

Byl x Income and expenses for the period

EFiEEZ FEEEE EFiEEE
TEEmE —EE=F

ANAE=Z+A8 - A=+—
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
MEHA Interest income 50 96 99
FE XM Interest expense 22 5 12
Han g g A Other operating income 92 39 205
2L Operating expenses 300 296 322
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32 Material related-party transactions (continued)

(a) Immediate holding company and fellow

HELE (&) subsidiary companies (continued)

R Balances at the period-end
—EEmE TEE=F —EE=F
~NB=+H ~NA=+8 +ZA=+~—8
At 30 June At 30 June At 31 December
2004 2003 2003
HIP Total amount due from 5,777 7,596 13,715
BIEw Total amount due to 7,530 757 2,412

EERRBRUINZEANSGE Total contract sum of

off-balance sheet transactions 44,887 33,172 35,121
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(b) Associated companies

Hang Seng maintained an interest-free shareholders’ loan to an associated company.
The balance at 30 June 2004 was HK$233 million (HK$217 million at 30 June 2003
and HK$229 million at 31 December 2003).

(c) Ultimate holding company

During the first half of 2004, no transaction was conducted with the Bank’s ultimate

holding company (same as 2003).

(d) Key management personnel

During the first half of 2004, no material transaction was conducted with key

management personnel of Hang Seng and its holding companies and parties related

to them (same as 2003).
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33 Statutory accounts
The information in this interim report is unaudited and does not constitute statutory
accounts.

The statutory accounts for the year ended 31 December 2003 have been
delivered to the Registrar of Companies and the Hong Kong Monetary Authority.
The auditors expressed an ungualified opinion on those statutory accounts in their
report dated 1 March 2004. The Annual Report and Accounts for the year ended 31
December 2003, which includes the statutory accounts, can be obtained on request
from the Company Secretary Department, Level 10, 83 Des Voeux Road Central,

Hong Kong; or from Hang Seng Bank's website http://www.hangseng.com.

34 BRERERRA
BERTRESEZRERAABE
BEEOZARTZE—MEDZH
BRE -

34 Ultimate holding company
Hang Seng Bank is an indirectly-held, 62.14%-owned subsidiary of HSBC Holdings

plc.




EiEH

EsERESTR
ATEHEFERESTATIMELES e _SENF=A=+BEEB " ERRTERERERZ (LTEITA
ESETEFRINBETR) (AEEBERFAERADEIREL LTRE ([ EHRR]) WET) REEZE

BASTRI -

EBYHEEEESTABE

AIEHUEAEES (RER _SEMNE L HFNEAREE L ES) TREEFRARSER -_SERE—F—BE
AASTEER (ERMEBEBER) 2 EABHETERANY (LPBETAESETEEAT SNEETA) (MBI
TTERBINET) RANBSEERE2TATH - |

]

B
ATEEREBRALTRMEL 226/ RoSEOERAZTEABEZATRZERLAZES RATETA
REHZEZ (KBRESRFEGRAEXVENZESE) SBINTRZA -

FREE

(BB 28

+ B DR fE 15

BAES T¥&z (BHILF BE
(B#5E) %) 218 3#) Eg ey EGES
BEFTZ2EER
(BREEBMARE)
NEBHaEE 300 - - - 300 0.00
BRiEERE - - — 1,000 1,000 0.00
EERLEL 1,983 2,500 - - 4,483 0.00
REREAE 1,625 - - - 1,625 0.00
BERESERERAACEER
(BREECS0ER)

NBHEE 97,173% 926 - 335,587 433,686 0.00
BERELE 36,381 76,134 — 191,410 303,925 0.00
FHERE 14,283 - - 3,000 17,283 0.00
HEERE 273 8,383 - 66,294" 74,950 0.00
HEEEE 9,562 24,342 1,058,475% — 1,093,379 0.01
FREZER - 18,132 79,6229 - 97,754 0.00
BEeRLE 74,465 3,264 - 62,198 139,927 0.00
HEREEsE 15,531 - - 62,835 78,366 0.00
MEREE 87,633 33,259 - 163,463% 284,355 0.00

(1) BHEZAERBERAL —BEACRBEA  MZEHHE,000RETRE3 000REZFRERL ARG -

) UWEBRB IO XEHETEREXALREE -

(3) FEGLELERH—FHALBParc Palais Incorporated Z BB RFEMARAREAE L17FE - MARAGIBEBZETZ
R BHEEBZLEERFT -

() FREBEBRAHNE - HUARTAREDZ - ZRERAETNIREREAG LITRE  MIIRLAESZETZHG - 15
PEBGNAERFE -

(5) WERE()REELETE L ARG E R T EBRECIROS0EL BELBBERAGIZRBRZEARBRERINVEEEL
ERERREFERARNHSE RTIEEMB - BEAAEZE8RAE00ETELERERLFASBRIEHEHEGR
7 BREESEEENNT

59




EmER (£

RIEEEERER LA
ERFKMGTEZ
EhEREE EF g Ry
(F1ER THBHHER) (1R THE4F%) EE
X E - 335587 335,587
EERELE 3,070 188,340 191,410
BEEAL 41,348 24,946 66,294
EEFEL 3,937 58,261 62,198
EEErE 5,652 57,183 62,835
W EFE S AL 4,509 158,954 163,463
RZEZMEXRBZ+H THEEHEEREAEOOETZHELITMERLEEVEERBRER AT AR ELER
- ZSRREDELERERRABREFTHSES -
R2004F  REFERTE
6A30R EERRERE
BEZ S%050ET2 Fi1EE
ErmiiiE AR (LAE+E By BEE M4TE S BIL{TERAE
BHERALE 3,070 - 534.96 2003F5A8HR 20088818  2009%1831H
mEELE 17,550 - 637.54 19994538298 200254F38 2009538298
6,500 — 746.00 200054 F 38 2003F4A3H 20104838
7,500 — 871.20 2001FE4F238 2004FE4F238 20114548238
7,000 - 840.50 2002 5H7H 2005558 7H 2012%5878
2,798 - 602.99  2000%47108 200558818  2006%F1HA318
41,348
EHRLE 1,248 — 539.80 1999F4F 18 2004E8A1H 200518318
1,679 — 602.99 200048108 200558818 2006518318
1,010 0 - 647.20  2004F5H108 20098818 20106148318
3,937
EERgrs 3,126 - 539.80 1999 4 A 18 20048818  200541A31H
2,526 — 647.20  2004F5710E 20098818  2010£14331H
5,652
R T E 1,875 — 539.80 1998 4EF 18 2004F8 518 200518311
1,119 - 602.99  2000F47510H 20058818 2006 1A31H
1,515 @ - 647.20 2004575108 20098818  2010%1831B
4,509

==
ir

(1) gﬁgﬁ%ﬁf

BRZELR

EEL%”&N/ bl ‘“:E/R”:;%fﬂﬁfJ?E/i%?%nf#éﬁt%@%@ﬁ .
.

RIS FHBREEN




R-FEMERA=ZTH EEREELERERATARHAN
BRZBEREEBROEE - RENNT

ERRERRAE

PAEIRRETMa - BERSEEREAGBISOELIZE

H2004E REEFER R2004 %
1TR1E#E LFEFER BHTESR 6A30ERAE
2ERER BERZz2BR 2EEEH ZEZBRHT

Py 289,829 87,302 49,209 335,587
BERRE 155,179 52,963 23,981 188,340
BEELE 12,467 12,180 - 24,946
EERLE 63,527 10,962 17,471 58,261
SERALE 59,713 11,571 15,287 57,183
MEELE 132,036 45,397 22,011 158,954
i

(1) L& S BIZRERE THRRZEINRI °

L2 HEZEERE c BEATEREBE
EXA=ZTB IE

KERH -

FREE

SEBIEIS2EMECESRITHEBREZR KR

ZEM - R-FETE

B REE-SENEAAZSTBZEFER AT ERERBATRASEESH BN TFEAAL  FEE
M ALITEREER -

FRRRER

BEATERBRESRBERIMRIBLH  RAZTTOEARA=TE  THREEELATZHES

0T

DERHE

BEZERR

(&

RZGDRREE)

CEE(BREEEEATT)
(RBBETF)

BEAELSEERITBERAR
HSBC Asia Holdings BV
HSBC Asia Holdings (UK)

HSBC Holdings BV

HSBC Finance (Netheriands)

ELERERAF

1.1
1.1
1,1
11
1.1
1.1

88,057,371 (62.14%
88,057,371 (62.14%
88,057,371 (62.14%
88,057,371 (62.14%
88,057,371 (62.14%

(

)
)
)
)
)
88,057,371 (62.14%)

ERLBEQHRITAR DT AHSBC Asia Holdings BVZ 2 EMB AR+ HSBC Asia Holdings BVAHMSBC Asia Holdings
(UKZZ2EMBERR  MHSBC Asia Holdings (UK)BHSBC Holdings BVZ 2 &K B2 8 o FEF * HSBC Holdings BVA
HSBC Finance {(Netherlands)Z Z &M B 28 * MHSBC Finance (Netherlands)B| A EZRER AR ZEENRBLT -
B BFELEEYRITABR DB ZBAINIHIEBHSBC Asia Holdings BV + HSBC Asia Holdings (UK) » HSBC Holdings
BV » HSBC Finance (Netherlands) RELERER D FMNEE 2%

RTEEERE  EYRBRERAT
reHEFZEARR - BERITKE
B EAERLE-

BRE GEIREAT2LTES

BE_ZEMFAA=THZABAR FAOXEAMBARTERE

N =
//\/:l =2 A

RERFERITZEEAR1,188,057,3711%(62.14%) »
BEARHEEAFEICIEMBRZBROEER

o RCEFEFAAZT

OEERBELXTZEMES -




HitER ()

FHREIRRE
RAOBIHEM FHEEAREIRRENEHNE _SS-FFRFEZABER  TESEANE -

BEBEATA
ATEETAEZENREMBUAGBRBTATR _SERF L+ ENENRERGETATIRAEE L REERTRIZ
EAED  ZTRSEBRA ETRRMSR+O 2 HES -

EERRFMAABTLERITHBRE M BER 2ES
hOTHREMBEE_FTONFAAZTEHLSFZEAN BABESRERERRN R -+ -ARAZEERETH
NEBTREIMIATEBRETHUBEREIZZEER .

EFEBERE=TERZ [PEMBRE] (EHIBEREZTERD
OTFHRENHBE - STNENAZTELEFE AN FEEHERENE _TRARZBREERK -

TERGEEEH

Kﬁ%%:ggﬂiﬂﬂ:+ﬂﬁ(E%:)’%%%@%@@ﬁ%%?%°%%ﬁ§ﬁ% RPEBRE  BROBPXHE
ﬁﬁ@%g'%@%_fﬁﬂﬁﬂﬁ_+zﬁ(E%“)T?Eﬁﬁ%m FEBEEFERAER-NZHEARL+L
B—t—ZE—t—RE FOIRMNELZEEETAZSBRERDE HEBHLFE - _STNEEERNHHRIER
ZEEMENAZR (EBM) BEFR-_FTRFENAZ +EE(E%:) ERFEEGRATLDCIEER -

PR

HHPHBSAREAZEERNT IR TEEERTAAMET RN - AN EEHIT 2B http://www.hangseng.com
T& -

“EEMERHEREREZERRER
—EEMNFEEZAFHRE

EMEH “EZNE+—ANR
EEMEBFRELTRAY TEME+_A++H
k% BB “ZZHE-RRH

—EEOFEERRFHARE

EfEH “ETERFE_RAZTN\EH
EEmEpr,PELTEEY —“ETRF=A+RA
k% B H Ty iy ] =
Ex®

RIFEEFENAZE  FAILESERERVBRLE (EER) HERAL (BESERTRER) REERE &
WHEEL  RERIL BEEAL HELAL NEERL FTEHHEE ERREBEL BEELL EEEXLE A
BELE  ARBEBIREELALE -




The code for securities transactions by Directors
In relation to securities transactions by Directors, the Bank has revised its code of conduct and has since 31 March 2004
adopted in it terms no less exacting than the required standard set out in the model code for securities transactions by

directors of listed issuers (ie Appendix 10 of the Hong Kong Main Board Listing Rules) as then in force.

Directors’ compliance with the code for securities transactions by Directors

Specific enquiry has been made of all Directors (including those who have ceased to be Directors or the one who has
become a Director during the first half of 2004) who have confirmed that they complied with the required standard set out
in the model code for securities transactions by directors of listed issuers (ie Appendix 10 of the Hong Kong Main Board
Listing Rules) and the Bank's code of conduct regarding securities transactions by Directors (both as in force at the material
times) at the applicable times for the period from 1 January 2004 to 30 June 2004 (both dates inclusive).

Directors’ interests

As at 30 June 2004 the interests of the Directors in the shares, underlying shares of equity derivatives and debentures of the
Bank and its associated corporations (all within the meaning of Part XV of the Securities and Futures Ordinance “SFQO")
disclosed in accordance with the Listing Rules were detailed below.

Personal Family Corporate Total
Interests Interests Interests Interests as
(held as (Interests of (interests of % of the
beneficial  spouse or child controlled Other Total relevant issued
owner) under 18) corporation) Interests Interests share capital
Number of Ordinary Shares
of HK$5 each in the Bank
Mr D G Eldon 300 - - - 300 0.00
Mr John C C Chan - - - 1,000 1,000 0.00
Mr Roger K H Luk 1,983 2,500 - - 4,483 0.00
Mr W K Mok 1,625 - - - 1,625 0.00
Number of Ordinary Shares
of US$0.50 each in HSBC
Holdings plc
Mr D G Eldon 97,173% 926 - 335,587% 433,686 0.00
Mr Vincent H C Cheng 36,381 76,134 - 191,410% 303,925 0.00
Mr John C C Chan 14,283 - - 3,000 17,283 0.00
Mr S ) Glass 273 8,383 - 66,294 74,950 0.00
Mr Jenkin Hui 9,562 24,342 1,059,475% - 1,093,379 0.01
Dr the Hon Eric K C Li - 18,132 79,6229 - 97,754 0.00
Mr Roger K H Luk 74,465 3,264 - 62,198 139,927 0.00
Mr W K Mok 15,531 - - 62,835% 78,366 0.00
Mr Raymond C F Or 87,633 33,259 - 163,463% 284,355 0.00

Notes:

(1) 1,000 shares in the Bank and 3,000 shares in HSBC Holdings plc were held by a trust of which Mr and Mrs John C C Chan were
beneficiaries.

(2) These shares are jointly held by Mr and Mrs D G Eldon.

(3) Mr Jenkin Hui was entitled to fully control the voting power at general meetings of Parc Palais Incorporated, a private company, which
beneficially held all of those shares referred to above as his corporate interests.

(4) Dr the Hon Eric K C Li was entitled to control no less than one-third of the voting power at general meetings of a private company
which beneficially held all of those shares referred to above as his corporate interests.

(5) These represent interests in (i) options granted to Directors under the HSBC share plans to acquire ordinary shares of US$0.50 each in
HSBC Holdings plc and (ii) conditional awards of shares under the HSBC Holdings pic Restricted Share Plan made in favour of Directors
and held by a trust for ordinary shares of US$0.50 each in HSBC Holdings plc, as set against their respective names below:
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Conditional awards of
shares under the

HSBC Holdings plic
Restricted Share Plan
(please refer to

the awards table below

Options
(please refer to
the options table

below for details) for further information) Total
Mr D G Eldon - 335,587 335,587
Mr Vincent H C Cheng 3,070 188,340 191,410
Mr S J Glass 41,348 24,946 66,294
Mr Roger K H Luk 3,937 58,261 62,198
Mr W K Mok 5,652 57,183 62,835
Mr Raymond C F Or 4,509 158,954 163,463

At 30 June 2004, the undermentioned Directors held unlisted physically settled options to acquire the number of

ordinary shares of US$0.50 each in HSBC Holdings plc set against their respective names. These options were granted for

nil consideration by HSBC Holdings plc.

Options exercised

Options during the Exercise
held at first half of the year price

30 June (ordinary shares of per share Date Exercisable Exercisable
2004 US$0.50 each) in pence granted from until
Mr Vincent H C Cheng 3,070 - 534.96 8 May 2003 1 Aug 2008 31 Jan 2009
Mr S J Glass 17,550 - 637.54 29 Mar 1999 3 Apr2002 29 Mar 2009
6,500 - 746.00 3 Apr 2000 3 Apr 2003 3 Apr 2010
7,500 - 871.20 23 Apr 2001 23 Apr 2004 23 Apr 20N
7,000 - 840.50 7 May 2002 7 May 2005 7 May 2012
2,798 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006

41,348
Mr Roger K H Luk 1,248 - 5339.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,679 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
1,010 - 647.20 10 May 2004 1 Aug 2009 31 Jan 2010

3,937
Mr W K Mok 3,126 - 538.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
2,526 - 647.20 10 May 2004 1 Aug 2008 31 Jan 2010

5,652
Mr Raymond C F Or 1,875 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,119 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
15150 - 647.20 10 May 2004 1 Aug 2009 31 Jan 2010

4,509

Note.

(1} Notifications that they held these unlisted physically settled options to acquire ordinary shares of US$0.50 each in HSBC Holdings plc
were given by Mr Roger K H Luk, Mr W K Mok and Mr Raymond C F Or in July 2004 on their becoming aware of the same.
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At 30 June 2004, the interests of the Directors in the conditional awards of shares made in favour of them under the

HSBC Holdings plc Restricted Share Plan and held by a trust for ordinary shares of U$$0.50 each in HSBC Holdings plc were

as follows;
Shares awarded
Awards Awards released Awards
held at made during to the Director held at
1 January the first half during the first 30 June
2004 of the year half of the year 2004""
Mr D G Eldon 289,829 87,302 49,209 335,587
Mr Vincent H C Cheng 155,179 52,963 23,981 188,340
Mr S J Glass 12,467 12,180 - 24,946
Mr Roger K H Luk 63,527 10,962 17,471 58,261
Mr W K Mok 59,713 11,571 15,287 57,183
Mr Raymond C F Or 132,036 45,397 22,011 158,954
Note:

(1) This includes additional shares arising from scrip dividends.

All the interests stated above represent long positions. As at 30 June 2004, no short positions were recorded in the
Register of Directors’ and Chief Executives’ Interests and Short Positions required to be kept under section 352 of the SFO.
Other than those disclosed above, no right to subscribe for equity or debt securities of the Bank has been granted by

the Bank to, nor have any such rights been exercised by, any person during the half year ended 30 June 2004.

Substantial interests in share capital
The register maintained by the Bank pursuant to the SFO recorded that, as at 30 june 2004, the following corporations had
interests (as defined in that Ordinance) in the Bank set opposite their respective names:

Number of Ordinary Shares
of HK$5 each in the Bank

Name of Corporation (Percentage of total)
The Hongkong and Shanghai Banking Corporation Limited 1,188,057,371 (62.14%)
HSBC Asia Holdings BV 1,188,057,371 (62.14%)
HSBC Asia Holdings (UK) 1,188,057,371 (62.14%)
HSBC Holdings BV 1,188,057,371 (62.14%)
HSBC Finance (Netherlands) 1,188,057,371 (62.14%)
HSBC Holdings plc 1,188,057,371 (62.14%)

The Hongkong and Shanghai Banking Corporation Limited is a wholly-owned subsidiary of HSBC Asia Holdings BV,
which is a wholly-owned subsidiary of HSBC Asia Holdings (UK), which in turn is a wholly-owned subsidiary of HSBC
Holdings BV. HSBC Holdings BV is a wholly-owned subsidiary of HSBC Finance (Netherlands), which in turn is wholly-owned
by HSBC Holdings plc. Accordingly, The Hongkong and Shanghai Banking Corporation Limited’s interests are recorded as
the interests of HSBC Asia Holdings BV, HSBC Asia Holdings (UK), HSBC Hoidings BV, HSBC Finance (Netherlands) and HSBC
Holdings plc.

The Directors regard HSBC Holdings plc to be the beneficial owner of 1,188,057,371 ordinary shares in the Bank
(62.14%).

All the interests stated above represent long positions. As at 30 June 2004, no short positions were recorded in the

Register of Interests in Shares and Short Positions reguired to be kept under section 336 of the SFO.

Purchase, sale or redemption of the Bank’s listed securities
During the six months ended 30 June 2004, there was no purchase, sale or redemption by the Bank, or any of its

subsidiaries, of the Bank’s listed securities.
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Additional Information (continued)

Remuneration and staff development
There have been no material changes to the information disclosed in the Annual Report 2003 in respect of the

remuneration of employees, remuneration policies and staff development.

Code of best practice
None of the Directors is aware of information that would reasonably indicate that the Bank is not, or was not for any part
of the accounting period for the first half of 2004, in compliance with the Code of Best Practice adopted by the Bank,

which includes all the guidelines set out in Appendix 14 of the Listing Rules.

Supervisory Policy Manual on Interim Financial Disclosure by Locally Incorpeorated Authorised Institutions
The information in the interim report for the half year ended 30 June 2004 complies with the module on “Interim Financial
Disclosure by Locally Incorporated Authorised Institutions” under the Supervisory Policy Manual issued by the Hong Kong

Monetary Authority in November 2002.

Hong Kong Statement of Standard Accounting Practice 25 “Interim Financial Reporting” (“HKSSAP 25”)
The information in the interim report for the half year ended 30 June 2004 complies with HKSSAP 25.

Register of shareholders

The Register of Shareholders of the Bank will be closed on Tuesday, 24 August 2004, during which no transfer of shares can
be registered. In order to qualify for the second interim dividend, all transfers, accompanied by the relevant share
certificates, must be lodged with the Bank's Registrars, Computershare Hong Kong Investor Services Limited, Shops 1712-
1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong, for registration not later than 4.00 pm
on Monday, 23 August 2004, The second interim dividend will be payable on Thursday, 2 September 2004 to shareholders
on the Register of Shareholders of the Bank on Tuesday, 24 August 2004,

Copies of the interim report
Further copies of the interim report may be obtained from the Company Secretary Department, Hang Seng Bank Limited,

Level 10, 83 Des Vceux Road Central, Hong Kong; or from Hang Seng Bank's website http://www.hangseng.com.

Proposed timetables for the remaining quarterly dividends for 2004
Third interim dividend for 2004

Announcement 8 November 2004
Book close date 17 December 2004
Payment date 5 January 2005

Fourth interim dividend for 2004

Announcement 28 February 2005
Book close date 16 March 2005
Payment date 24 March 2005

Board of Directors

As at 2 August 2004, the Board of Directors of the Bank comprises Mr D G Eldon (Chairman), Mr Vincent H C Cheng (Vice-
Chairman and Chief Executive), Mr John C C Chan, Dr Y T Cheng, Dr Marvin K T Cheung, Mr S J Glass, Mr Jenkin Hui, Mr
Peter T C Lee, Dr the Hon Eric K C Li, Dr Vincent H S Lo, Mr Roger K H Luk, Mr W K Mok, Mr Raymond C F Or, Dr David W K
Sin and Mr Richard Y S Tang.
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The Bank of New York (4B #188717)
American Depositary Receipts

101 Barclay Street, 22W

New York NY 10286, USA

84 + http/Awww.adrbny.com

B & : shareowners@bankofny.com
(REBERLREE) - 1-888-269-2377

Registered Office

83 Des Voeux Road Central, Hong Kong
Telephone: (852) 2198 1111

Facsimile: (852) 2868 4047

Telex: 73311 73323

SWIFT: HASE KK HH

Website: http://www.hangseng.com

Registrars

Computershare Hong Kong Investor Services Limited
Rooms 1901-5, Hopewell Centre, 19th Floor

183 Queen’s Road East, Wanchai, Hong Kong

Depositary

The Bank of New York

American Depositary Receipts

101 Barclay Street, 22W

New York NY 10286, USA
Website: http:/Awww.adrbny.com
Email: shareowners@bankofny.com
(Toll free): 1-888-269-2377
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